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The Most Suitable Government 
Bonds for Small Banks 


By HERMAN SAFRO 


National Bank of Commerce in New York 


Liberty First 444s Are Satisfactory for the Bank Looking for 


a Medium Term Maturity Issue. 


Many Large Holders Selling 


Third Liberty 444s and Reinvesting Proceeds in Long Term 
Treasury Bonds. Higher Prices for Long Term Issues Expected. 


OUNTRY banks that are situated 
far away from the sound of a bond 
ticker are frequently at a loss or 
uncertain as to what United States 
government bonds they should buy for their 
own investment. Letters received from 
small town banks by their correspondents 
in large centers, such as New York and 
Chicago, are evidences of the fact that they 
need and seek the opinions of those who are 
in closer touch with the situation. The 
problems that are frequently before them 
are: First, whether or not they should buy 
any United States government bonds, and, 
second, if so, what issue should they choose. 
Naturally the answers cannot be the same 
in all cases, as the problem of a bank in 
the Southeast is quite likely to be different 
from that of a banker in the Northwest. 

In an endeavor to answer these matters 
in a practical and useful way, it is the 
writer's purpose to briefly touch upon the 
various securities of the Federal govern- 
ment that are actively traded in and indi- 
cate the place that each issue might find in 
the security investment position of the aver- 
age bank located in the interior. 


Higher Prices Expected 


= to the steadily diminishing supply 
of government obligations, as a result 
of purchases by the Treasury Department 
for the sinking Fund and out of surplus 
monies, the prices of these securities are 
gradually rising with, of course, an occa- 


sional slight recession due to some tempo- 
rary firming of money. It seems to be the 
feeling that the Treasury Department sur- 
plus will continue to be used for public 
debt retirement, in which case it is reason- 
able to expect that these bonds will not only 
maintain their present price, but increase 
in value. Hence it would be logical for the 
country banks to invest part of their: avail- 
able cash in United States government se- 
curities. They serve as an excellent reserve 
in lieu of cash, as they are eligible as col- 
lateral with the Federal Reserve banks. In 
addition, they can be sold at a moment’s 
notice and are least subject to fluctuation in 
price. 


Omit Treasury Certificates 


E will omit from this discussion the 

various issues of short term United 
States Treasury Certificates and Notes, as 
they are more suitable for idle funds of large 
industrial and utility corporations rather 
than for the smaller banks, to which the 
very low rate of return would be unattrac- 
tive. The issue of nine months’ Certificates 
of Indebtedness, sold on Dec. 15 at 3% per 
cent, is not to be construed as a measure 
of rates, either for money or government 
bonds, but rather represents the demand for 
special purposes. We omit also any discus- 
sion of the United States Consol 2s and 
United States Panama 2s and 3s—the first 
two of which carry the national bank note 
circulation privilege, because of which they 
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sell at high prices and do not come within 
the scope of this article. With these elim- 
inations we come to brief comments cover- 
ing the various United States Liberty and 
Treasury bonds that are daily traded in on 
the New York Stock Exchange. 

The Liberty First 3%4s, due 1947 with 
optional maturity in 1932, are totally tax 
exempt, because of which they are particu- 
larly attractive to individuals of large in- 
comes (men who are subject to heavy sur- 
taxes), and this attraction is naturally re- 
flected in the present market price of the 
bonds of approximately 101 2/32 where they 
yield 3.28 per cent tax free to the optional 
maturity date. (The prices quoted on the 
various issues of government bonds pre- 
vailed on Dec. 21.) This yield is compara- 
ble to a taxable bond returning 3.83 per cent. 
The other issues, of which mention will be 
made, are free of normal tax only, which, 
of course, applies to corporations, and hence 
are not in the same demand as the Liberty 
First 3%4s. 


A Medium Term Maturity 


HE Liberty First 4%4s, due in 1947 with 

optional maturity in 1932, were originally 
3%s, but of the $2,000,000,000 original 
amount of the latter issue, approximately 
$532,000,000 were converted into the First 
414s. These were selling at 102 28/32, 
yielding approximately 3.67 per cent to the 
optional maturity date, equal to 4.33 per cent 
on a taxable bond. They fit into the invest- 
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ment position of a bank looking for a 
medium term maturity issue, and as such 
they would seem to be entirely satisfactory. 

The Second Liberty 4%s, due in 1942 
with optional maturity Nov. 15, 1927, 
carry a somewhat speculative interest, as 
opinion is considerably divided as to what 
action the Treasury Department will take 
next November. If money conditions should 
be easy at that time, the bonds may be re- 
funded into an issue carrying a lower rate. 
On the other hand, in view of the govern- 
ment’s definite maturity of the Third Lib- 
erties in 1928, it may wish to reserve its 
activities on the Seconds until after the 
Thirds are taken care of. The Seconds 
would seem to be attractive as a short term 
bond; they are selling at 101, yielding 3.12 
per cent to Nov. 15, comparable with a tax- 
able bond yielding 3.78 per cent. If these 
bonds are not called at that time, the holder 
would thereafter be receiving a 414 per cent 
tax free return, inasmuch as at the present 
yield the premium is amortized to par by 
Nov. 15. 

The Third Liberty 4%4s are due Sept. 15, 
1928. They are selling at 101 15/32, yield- 
ing 3.39 per cent to maturity, comparable 
with 4.05 per cent on a taxable bond. These 
naturally are desirable for those with funds 
to invest, maturing about that time. Many 
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large holders of government bonds whose 
investments are more or less permanent 
have been selling Thirds and reinvesting 
the proceeds into long term Treasury bonds. 
There is no reason why smaller banks 
should not follow the same procedure. 

The Fourth Liberty 4%4s, due in 1938 with 
optional maturity in 1933, are selling at 
103 11/32, yielding 3.67 per cent to 1933, 
equal to a return of 4.33 per cent on a tax- 
able bond. The remarks made above regard- 
ing the First Liberty 41%4s of 1947-32 apply 
to this issue, inasmuch as the optional ma- 
turity date is only one year away and the 
bonds are selling at the same yield. 


The Treasury Bonds 


HERE are three issues of United States 
Treasury bonds: 

The 4%s due in 1952 with optional ma- 
turity in 1947, popularly called the “Mellons,” 
selling at 109 30/32, yielding 3.57 per cent 
to 1947, equivalent to a taxable yield of 
4.27 per cent. 

The 4s due in 1954 with optional maturity 
date in 1944, generally known as “Coolidges,” 
selling at 105 29/32, yielding 3.55 per cent 
to 1944, compared with 4.17 per cent on a 
taxable bond. 

The 334s due in 1956 with optional ma- 


Business in 1926 and 


HE year 1926 was, on the whole, 
one of unequaled prosperity in the 


United States. In nearly all lines 
of business, production exceeded that 
of any other year, and in consequence the 
business activity of the country reached un- 
precedented proportions. The latter part of 
the year witnessed a recession in some lines, 
but, on the whole, conditions have remained 
satisfactory, and for the present are likely 
to continue so. 

Satisfactory progress has also been made 
in Europe. There has been a distinct rap- 
prochement between Germany and France 
which has tended to relieve still more the 
tension created by the war, and which had 
already been lessened somewhat by the ac- 
ceptancesand successful operation of the 
Dawes Plan. Great Britain, in spite of the 
serious coal strike, has been able to main- 
tain her currency upon a gold basis and 
thus has assisted in the stabilization of in- 
ternational finance generally. Very recently 
Belgium has succeeded in rehabilitating her 
currency so that of the more important 
European countries only France and Italy 
now have a fluctuating currency. In the case 
of the former country it appears as though 
within the next few months the possibilities 
of a satisfactory solution of the financial 
problem of that country may be found. 
And, undoubtedly, with the steady progress 
that Italy has been making in a political, 
economic and industrial way she also will 
be able to place her financial affairs in order. 

As a result of these improved condi- 
tions in Europe, our foreign loans have been 
increasing and our interest in international 
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business affairs has grown in corresponding 
measure. More and more we are becoming 
creditors of the whole world. The easy 
credit conditions which continue to prevail 
in our country make it comparatively easy 
to float large issues here. Low money rates 
resulted at various times: during the year 
in an orgy of speculation with consequent 
reactions. It is a proof of the fundamental 
soundness of our banking structure and es- 
pecially of the efficiency of the Federal 
Reserve System that these rather violent 
fluctuations on the exchange markets had 
little or no repercussion on business gen- 
erally. 

The agricultural situation continues to be 
a subject of wide general discussion. There 
is no gainsaying the fact that the plight 
of many farmers is distressing. On the 
whole, however, it seems perfectly safe 
to say that agricultural conditions are gradu- 
ally improving. As in other lines of indus- 
try, the individual farmer is coming to a 
better understanding of the economics of 
his situation, and by force of circumstances 
or otherwise is directing his energy toward 
reducing the cost of his production, and to 
the adjustment of the estimated value of his 
plant to a figure upon which he can reason- 
ably expect to earn a fair return. In that 
direction, and in that manner only, can the 
problem of the farm be successfully solved. 


UR transportation system has handled 
the increasing volume of business with 
remarkable efficiency. Generally railroad 
properties are again in splendid condition 
and have been returning more or less satis- 
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turity in 1946, selling at 102 30/32, yielding 
3.54 per cent to 1946, equal to a return of 
4.13 on a taxable bond. It will benoted that 
the return on these last three bonds is prac- 
tically the same, the preference apparently 
being for the lower coupons, which carry 
a lesser premium than the Treasury 4's, 
These Treasury bonds are the favorite long 
term prime security in which many banks, 
insurance companies and others are con- 
tinually investing their surplus funds. They 
cannot be refunded prior to 1944. 

The government owes about $19,000,000,- 
000, which can be paid in the next thirty 
years. In a speech given at the annual din- 
ner of the American Acceptance Council 
in New York City on Dec. 2, Garrard B. 
Winston, Undersecretary of the Treasury, 
stated that the principal factors which are 
contributing toward debt reduction are such 
that the government should expect to retire 
about $12,000,000,000 by 1944, leaving $7,000,- 
000,000 to be taken care of after that year. 

Mr. Winston stated: “If there is no funda- 
‘mental change in government finances, there 
need not be any material increase in our se- 
curities callable after 1944”; hence, this can 
mean only one thing, and that is higher 
prices for the long term Treasury bonds than 
prevail at the present writing. 
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factory dividends to their owners. We seem 
to be at the beginning of a new era in the 
development of our waterways. It is to be 
hoped that the very large investment of 
capital, both public and private, which will 
be required to undertake these improvements 
in our transportation system will only fol- 
low careful and non-partisan investigation as 
to the engineering and economic feasibility. 

Banking, like all other branches of busi- 
ness, has had a prosperous year. Money 
rates on the whole have been low, but on 
the other hand the volume of business has 
been great, and losses have been relatively 
few. Banking, like other businesses, is best 
off when the turnover is large, even if the 
average profit is small. 


HE trend of business during this last 

year has shown the impossibility of fore- 
casting with accuracy the future. Most ob- 
servers a year ago expected that by the end 
of the year we should be in a time of marked 
depression. Fortunately, these predictions 
did not come true, but it shows how easily 
even the most expert economist may be mis- 
led. Again we are hearing that for one rea- 
son or another, largely owing to the situa- 
tion in the automobile and the building in- 
dustries, we shall be face to face with a 
recession next year. This may be so, but as 
long as credit remains as plentiful as at 
present, and stocks as low as they are now, 
there is no reason to anticipate anything 
resembling a crisis in our affairs—given 
fair crops and no untoward happenings in 
the world outside of our own boundaries. 
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The Payroll Check Plan 


By JOHN R. DOWNING 


Vice president, Citizens Union National Bank, Louisville, Ky., President, Clearing House Section, American Bankers Association 


Questionnaire Reveals that Bankers Favor Substitution of 
Check for Cash in Paying Off Nation’s Wage Earners. Means 
More Work in the Banks But Would Diminish Hazards to Life 
and Money. 


HE hazards that 

surround the 

transmission of 

the payroll from 
the bank to the customer 
have grown to such an 
extent with the preva- 
lence of holdups in all 
parts of the country that 
bankers everywhere are 
giving serious considera- 
tion to plans for reduc- 
ing the risks to life and 
money. In spite of the 
more general use of ar- 
mored cars, the attend- 
ance of heavily armed 
guards and the exercise 
of greater secrecy in the 
movements of messengers 
carrying cash funds, the 
nation has witnessed a 
succession of robberies 
that for boldness and 
ruthlessness revive mem- 
ories of the hold-ups of 
the Deadwood stage coach 
or the sallies against the 
California Treasure 
Wagon. 

While it is not possi- 
ble to reckon exactly 
what the losses have 
been, newspaper clippings 
covering a period of six 
months, when the pay- 
roll bandits were in their 
heydey, convey the infor- 
mation that there was a 
total of 205 robberies, 
which are reported to 
have given the robbers a 
haul of $1,856,874 in cash. 
These reports disclosed 
that twenty persons were 
killed in defending the 
payroll money from the 
bandits, who for the most 
part worked in full light 
of day, and forty were 
wounded. 

While it is in a meas- 
ure the duty of the bank 
to assist in recovering 
the money and tracking 
down the offenders, a 
greater service, in my 


judgment, can be rendered the customer by is considered responsible. To this end the 


Questionnaire on Payroll Checks 


. “Do you make up payroll envelopes for your customers? If so, do you 


charge a fee?” 
226—No. 38—Yes. 26—Free of charge. 12—Small fee. 


. “Do you deliver payrolls free of charge?” 


231—No. 22—Yes, two at customers’ risk. 


. If so, do you use armored trucks? If not, what protection do you 


provide for your messengers? 
Many banks use armored trucks, but only seven banks, which actually 
deliver payrolls, use this safeguard. Several banks use armed guards 
to protect messengers. 


. Is there in your city a payroll delivery service privately operated? 


Do you pay for this service or do your customers? 
136 banks—No. 78 banks—Yes. Customer almost invariably pays cost 
of service. 


. With proper safeguards and an assurance of reasonable compensation 


by balances and otherwise, would you favor the use of payroll checks 
by your customers? 
By far large majority answering favor use of payroll checks. 25 
banks—No. 


. Has your Clearing House Association adopted any rules or regulations 


affecting the use of payroll checks? Or delivery of payrolls and col- 
lection of deposits by banks? 
150 banks—No. 14—Yes. 


. Would you favor and support by your patronage insurance against loss 


to your bank on payroll checks through forgery, assuming that special 
insurance against such a loss can be secured? 
147—Yes. 38—Insurance now carried covers such losses. 24—If not 
too expensive. 


. Have you special arrangements with your customers who use payroll 


checks for your mutual protection? 
Most do not. In ten cases, customer relieves bank of responsibility. 


. Has any resistance to the use of payroll checks in your city on the part 


of employees been brought to your attention, and what, if any, objections 
have been made to it? 
187—No resistance. Chief objections—dificulty of identification, in- 
convenience and time required in cashing checks. 


. Do you provide a special window for cashing payroll checks? 


206—No. 37—Yes. 


. What precautions do you take as to identification of payee? 


159—Usual precautions. 25—Positive identification. 10—Identifica- 
tion waived by agreement with customers. 


. Do you carry payroll check accounts on a separate ledger? 


208—No. 9—Yes. 7—Carry separate ledger sheet for each firm 
doing payroll check business. 


. Would you cooperate in any effort the Clearing House Section, Ameri- 


can Bankers Association, might undertake to standardize banking practice 
with respect to the use of payroll checks? 
Yes, almost unanimously. 


Payroll Robbers Get $1,856,874 in Six Months. 


lies and how it can best 
be overcome. 

The payroll check has 
been steadily supplanting 
the cash envelope as a 
means of paying off the 
millions of wage earners 
in this country, and there 
can be no doubt but that 
the holdup menace has 
speeded up substi- 
tution. At the outset of 
this investigation, it was 
thought that the issuance 
of payroll checks might 
be the answer to this 
harassing problem, but 
in order to determine 
what reaction the bankers 
might have to a suggested 
universal adoption of this 
medium of payment, it 
was decided to make a 
survey of conditions as 
they exist and endeavor 
to sound the sentiment of 
bankers throughout the 
United States as to the 
advisability of putting 
this plan in operation in 
their banks. 

A questionnaire was 
drawn up by the Com- 
mittee on Payroll Prob- 
lems and sent out to- 
some 400 banks which 
were chiefly in industrial 
and commercial centers 
and thus most likely to 
be confronted by the 
payroll problem. The 
questions were carefully 
considered so as to cover 
many phases of the situ- 
ation and to allow for 
suggestions that bankers 
might have to offer. The 
responses revealed that 
there is no_ standard 
banking practice for han- 
dling payrolls in the banks 
and that even the experi- 
ences of banks in the 
same city differ consider- 
ably, depending chiefly on 
the character of the ac- 
counts they were handling. 


The use of the payroll check is becom- 


eliminating some of the risks attached to the Clearing House Section of the American ing more widespread. It is found that the 
making up and delivering of the payroll, re- Bankers Association has set itself to the task resistance on the part of employees to the 
gardless of whether the bank or the customer of discovering just where the greatest risk - substitution of the check for cash is not 
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as great as might be supposed, although 
there are a considerable number of objec- 
tions to the plan, the chief ones being the 
difficulty of identification and the incon- 
venience and time required in cashing the 
checks. 

It would appear that the great industrial 
and commercial companies of this country 
are turning to the payroll check in so far as 
it is practicable. 

The United States Steel Corporation, ac- 
cording to Judge E. H. Gary, the president 
of the corporation, disposes of about 37 
per cent of its payrolls by checks and 63 
per cent by cash. “The corporation pre- 
fers the check method of payment,” Judge 
Gary states, “and it has been our constant 
aim to bring this about. However, after 
thoroughly going over the situation, we 
found a lack of facilities for cashing checks 
in some localities, and in other districts a 
decided preference shown by employees to 
be paid in cash. Therefore, we have been 
unable to bring about a uniform method of 
payment.” 

The Pennsylvania Railroad, since 1919, 
has been paying the wages of its employees 
by check, although for a number of years 
prior to that date all were paid in currency, 
principally by paymasters working from 
pay cars. All forces are now paid semi- 
monthly, and the pay checks are forwarded 
to about 4000 designated pay check distrib- 
utors during ten days of each pay period 
for delivery. This wide distribution is made 
in order that no one shall be burdened with 
a large number of checks to handle, par- 
ticularly at division points and large cen- 
ters. The pay checks are cashed chiefly by 
the trades people and the local banks along 
the Pennsylvania lines, in many instances 
at banks where the company carries its 
accounts. 

Payroll holdups were largely responsible 
for the International Harvester Company 
deciding to adopt the pay check plan. Al- 
though it had paid in cash for many years 
at practically all of its works and raw 
material locations, the company, early in 
1926, decided to pay by bearer checks. 
Before the plan could be put into effect 
a third holdup occurred in Chicago. The 
comment of this company as to relative 
merits of the two systems is quite repre- 
sentative of the feeling of most big indus- 
trial organizations: “We feel that while 
paying by cash is preferable in many ways, 
paying by check is safer—even though the 
checks are made to bearer—as the profes- 
sional holdup gangs without doubt will at- 
tempt a robbery only where they know they 
will get cash.” 


Advantages and Disadvantages 


ROM the standpoint of the industrial 

concern, it would appear that check pay- 
ment reduces pay errors, eliminates disputes 
over the amounts contained in the pay en- 
velopes, takes less time for distribution when 
properly organized, does away with the op- 
portunity for petty pilferage in the office, 
eliminates chance of robbery while the cash 
is being transported from the bank, removes 
the danger to the life of the paymaster and 
the payroll guards, and enables the plant 
to spread the payroll work through the week 
by paying on more than one day. 

The objections to the plan are the incon- 


“matter. 


New York City has the largest force of police in the country but its payrolls are 
transported in armored cars. Two of its fleet of automobile fortresses are shown here 


venience experienced by the employees in 
getting the checks cashed at the banks and 
the. stores, the fact that the check makes 
known the earnings of employees where the 
checks are cashed, interference with family 
arrangements for dividing pay, and ham- 
pers the freedom of the employees in some 
communities if the merchants are used to 
cashing the checks. 

The widespread adoption of the payroll 
check undoubtedly would mean more book- 
keeping work for the banks, and doubtless 
would cause some congestion around the 
tellers’ windows unless special facilities were 
provided to take care of these checks. How- 
ever, when the question was put to the 400 
banks as to whether they would favor the 
use of payroll checks by their customers, 
if proper safeguards and assurance of rea- 
sonable compensation by balances or other- 
wise were given, a large majority went on 
record in the affirmative. 

One of the greatest problems that the 
wider adoption of the payroll check brings 
to the bank is the proper identification of 
the persons in whose favor the checks are 
drawn. Then, too, where hundreds of work- 
ers present checks, the possibility of losses 
through forged indorsement enters into the 
While the responses from banks 
answering this questionnaire indicate that 
banks, in a limited number of cases, have 
been relieved of the responsibility of identi- 
fication, and are freed from any liability 
that might attach from paying the wrong 
party, most of the banks do not appear to 
have any special arrangements with cus- 
tomers regarding the use of payroll checks. 
Perhaps the most satisfactory arrangement 
that the bank can effect is to secure a guar- 
antee from the customer protecting the bank 
in the event of any loss through forged 
indorsement or otherwise. 


Speeding Up Identification 


ee of different systems have 
been introduced to promote speedy 
identification, so that a large number can 
be accommodated at the tellers’ windows 
without creating congestion or making the 
regular customers wait a long time before 
they can transact their business. The “num- 
ber tag system” is used in some cases, 
where each employee is furnished with an 
identification tag bearing his name and time- 
clock number, which also appear on the pay 


checks. The identification card system is 
employed by a number of firms, and the 
railroad men on several lines use their 
passes as a means of identifying themselves. 
In some instances depositors maintaining 
payroll accounts require their employees to 
sign their names in a space provided on the 
face of the check when it is delivered to 
the employee, and they are instructed not 
to indorse the check until such time as it is 
desired to cash it. This enables the teller 
to make a speedy verification of the signa- 
ture and tends to minimize the risk of 
forged indorsements. Some of the largest 
industrial concerns make their checks pay- 
able to the order of the man (whose name 
appears) or bearer. This relieves the bank 
from liability, although it identifies the per- 
son to whom it has been issued. 

It is quite apparent, however, that there 
is no standardized practice. 


Bank Is Paid 


S the handling of the checks is an ex- 

pense to the banks, they are justly en- 
titled to obtain remuneration for the work. 
It would appear that the checks are general- 
ly supplied by the depositors or at their ex- 
pense. Some customers pay their bank a 
flat figure of $1 per $1,000 of the amount 
of the payroll, regardless of the number of 
checks issued. This seems to work out quite 
satisfactorily, and the banks regard this as 
adequate compensation. In other instances, 
banks require a certain balance be main- 
tained before they will handle a customer’s 
payroll, and, when such balances are not 
kept, a conference with the depositor in 
question usually brings forth the desired re- 
sults. The expense to which banks are put 
in handling payrolls varies in the different 
centers and depends upon the extra cost that 
is occasioned by the service. For instance, 
a bank officer in Orange, N. J., recites a 
case where a company having 650 on its 
payroll furnishes all checks and guarantees 
the bank against loss due to forged indorse- 
ments. The company furnishes its payroll 
checks at least three days in advance of the 
date of the payroll and maintains an aver- 
age daily balance without interest equal to 
$100 for each payroll name. This arrange- 
ment followed an analysis of costs, which 
showed that the average cost for each item 
passing through the bank was approximately 

(Continued on page 544) 


— 
7 
— 
te 


Profits of the Chain Stores 


By D. RICHARD YOUNG 


A Record Year in This Class of Merchandising Organizations 
Which Had Its Inception in an Effort to Rid a Watertown, N. Y., 
Store of a Miscellaneous Lot of Goods for Which There Was 


No Sale in the Ordinary Way. Secret of Chain Store Success. 


HE heavy Christmas sales of the 
leading chain store systems last 
month brought a climax to the rec- 
ord year in history for this class of 
merchandising organizations. Since the es- 
tablishment of the chain store idea over a 
half-century ago, and particularly during 


its rapid expansion in the last decade, there © 


has seldom been a year in which the vol- 
ume of business failed to show an increase. 
Indeed, in periods of general depression the 
chain stores often gain at a greater rate 
than in periods of general prosperity. Prob- 
ably no branch of American industry can 
show the same uninterrupted progress. 

Ten of the larger systems,. which in 1925 
had total sales aggregating $683,112,000, will 
show for the full year 1926 a volume in the 
neighborhood of $735,000,000, representing a 
gain of $52,000,000, or 13.2 per cent. This 
group is made up of Woolworth, Kresge, 
Penney, National Tea, Liggett, Kress, Grant 
Hartman, McCrory, and United States 
Stores. When it is considered that their 
sales to each customer run well below one 
dollar, as contrasted with much larger unit 
sales by department stores and mail-order 
houses, this huge business averaging over 
$2,000,000 per day is most impressive. 

The subject of chain stores may properly 
be divided into two general classes, the first 
to include the familiar five-and-ten, groceries, 
meats, bakery products, drugs, dry goods, 
clothing, shoes, etc.; and the second such 
service organization as hotels, restaurants, 
barber shops, cleaning establishments, laun- 
dries, etc. This discussion will be confined 
to the first class, namely, commodity distrib- 
utors, since the service organizations have 
their own peculiar characteristics and prob- 
lems, which are not as a rule of direct in- 
terest to bankers and credit men. Depart- 
ment stores, which in recent years have 
shown a tendency to merge into systems, 
some of them nation-wide, might be consid- 
ered chain stores in a sense, but the opera- 
tion of our great department stores is a 
study in itself, having little in common with 
the small grocery or five-and-ten. Tobacco 
chain stores,, while having a record of ex- 
pansion quite typical of chain stores gen- 
erally, are so specialized and are affiliated 
with the manufacturers of such a large 
portion of their product that for the pur- 
poses of this review the two principal or- 
ganizations in this class, United Cigar Stores 
Company and Schulte Retail Stores Corpor- 
ation, are regarded as a part of the tobacco 
industry rather than the chain store field. 

As classified above, the following tabu- 
lation has been prepared to show the earn- 
ings for the last three years of the leading 
chain store systems which publish reports to 


i919 1920 492 1922 1923 192¢ i925 1926 


Federal Reserve Index shows how 
Five-and-Ten cent stores have gone 
ahead of wholesale trade 


stockholders and in the newspapers. The 
figures represent net profits available for 
dividends or to carry surplus, i. e., after all 
expenses, depreciation, interest, other re- 
serves and provision for taxes have been de- 
ducted. Fiscal years end December 31, ex- 
cept as otherwise indicated, and for the 
many concerns whose reports covering the 
calendar year 1926 will not be issued for 
several weeks yet, it may be said ‘that esti- 
mates place the earnings above those of 1925. 


Chain Stores 
Net Profits—000s omitted 


1924 1925 
American Stores Co $3,826 $2,726 
H. C. Bohack Co., Inc..(1) 538 407 
Consolidated Retail Stores, 

Inc. 495 615 


182 242 
1,695 1,903 


504 636 


(2) 1,993 2,101 
Great Atlantic & Pacific Tea 
Co., I (3) 8,404 11,564 
Happi 552 839 
Hartman Corp. 
Jewel Tea Co., 
G. R. Kinney Co., Inc 
S. S. Kresge Co 
S. H. Kress & Co 
Kroger Grocery & Baking Co. 
McCrory Stores Corp 
McLellan Stores Co 
Metropolitan Stores Co.., 


The Mirror 

National Tea Co 

J. Newberry Co 

ark & Tilford, Inc 

David Pender Grocery Co. 


. C. Penney Co 
eoples Drug Stores, 
Piggly Wiggly Stores, Inc.. 
Safeway Stores, I 
Frank G. Shattuck Co 
United Drug C 
United States Stores Corp. PP 
Weber & Heilbroner 3) 484 5 620 
F. W. Woolworth C 20,669 24,602 .... 
(1) Years ended January 31. 
(2) Years ended January 31; 
tion and taxes. 
(3) Years ended February 28. 
(4) 1924 includes last two months only. 
(5) 1924 figures year ended July 31; 1925 fig- 
ures five months ended December 31. 
(6) Years ended June 30. 
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1926 
$340 


before deprecia- 


HE father of the chain store idea 

(eliminating the vague assertion that 
chain stores have operated in England and 
Continental Europe for centuries because of 
our inability to find substantiating facts) 
was George H. Hartford, who two years 
before the Civil War opened at 49 Vesey 
Street, New York, the first unit of what is 
now the Great Atlantic and Pacific Tea 
Company. He was backed by George F. 
Gilman, a leather importer in New York. 
The enterprise had steady though slow suc- 
cess, originated the plan of giving chinaware 
and other premiums. with each purchase, and 
every year added a number of stores, until 
it has over 15,000 at the present time. For 
fifty years it handled only tea, coffee and 
spices, but twenty years ago put in a com- 
plete line of groceries. 

The A. & P. did a business of $352,000,000 
in 1925. It operates in thirty-eight states, 
principally in the East, but not long ago in- 
vaded the West by buying a chain of eighty 
stores in Kansas City. 

Last fall the Chicago Chapter of the 
Robert Morris Associates listened to an ad- 
dress by Fred H. Massman, vice-president 
National Tea Company, on the subject of 
“Chain Stores,” in which he estimated that 
at the present time seventy-five of the larg- 
est chain grocery organizations operate a 
total of about 50,000 stores, which would 
represent not over 10 per cent of the grocery 
business of the entire country. It was pointed 
out, however, that in many of our larger 
cities the chain grocery business has been 
very highly developed, particularly Phila- 
delphia and New York, where the grocery 
chains now handle about two-thirds of the 
total retail food distribution. 

Mr. Massman stated that there are now 
close to 1,400 organizations in the chain 
grocery field, as well as 1,100 chain butcher 
shop organizations and 325 bakery systems, 
the more important including the National 
Tea Company, Kroger Grocery & Baking 
Company, United States Stores Company, 
James Butler, Inc., H. C. Bohack Company 
and Economy Grocery Stores Company. An 
outstanding system is the American Stores 
Company of Philadelphia, organized a few 
years ago through the merger of several 
chains, formidable in size even at that time, 
and now operating over 3,000 stores. There 
are rumors of a merger of American Stores 
with Kroger. The most recent consolida- 
tion is that of the First National Stores, of 
Boston, formed by a combination of the 
Ginter Company, M. O. O’Keefe, Inc., and 
John T. Connor Company. The Pacific 
Coast had a similar consolidation, when the 
Safeway Stores and several smaller chains 
combined, and shortly thereafter joined 
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forces with the Skags interests of San 


Francisco and Portland. 


The Woolworth Company 


§ ne outstanding example of success in the 
five-and-ten-cent store field is the F. W. 
Woolworth Company, and the huge profits 
of this merchandising giant, as shown in the 
foregoing table, overshadow all the other 
concerns on the list. The well-known red 
front Woolworth stores are now operated in 
» practically every town in the United States 
of over five thousand population, the num- 
ber at the end of 1925 being 1,423, which has 
been continually added to since then, includ- 
ing a sizable string in Canada under a 
Dominion charter, and an English subsid- 
iary with 207 stores. 

Woolworth was the pioneer in this branch 
of merchandising, and the builder of the 
famous sixty-story Woolworth Building, 
which has long been the tallest office struc- 
ture in the world and will be surpassed only 
by the eighty-five-story Book Tower of De- 
troit when completed, and by the 110-story 
Larkin Tower Building on Forty-second 
Street, New York, which is now about to be 
started. 

The story of his career is one of the ro- 
mances of modern business. Frank W. 
Woolworth was a ten-dollar-a-week clerk 
in a dry-goods store in Watertown, New 
York. One day his employer was trying to 
find a way to dispose of the soiled, out-of- 
date merchandise, odd sizes, etc., left over 
season after season, and when young Wool- 
worth suggested that he be given an oppor- 
tunity to sell it he was told to go ahead. 
He selected a table in the store on which 
part of the miscellaneous assortment of left- 
overs was placed with the card “Help Your- 
seli—5 Cents.” To the surprise of everyone, 
probably including himself, the stock was 
very quickly cleaned out. 

Thus was born the first “nickel store,” but 
its early development was by no means easy. 


MILLIONS OF DOLLARS 
PER MONTH | 


+ F W. WOOLWORTH CO. 
SALES 


2 


This chart of Woolworth’s sales illus- 
trates the seasonal fluctuation and 
steady growth 
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This grotesque of the late Frank 

Woolworth, showing him counting 

coins, appears within the great hall 

of the Woolworth Building in New 

York. Is it plastic humor or a mere 
record of facts? 


In 1879 young Woolworth opened a five- 
cent store in Utica, N. Y. Utica was cold 
to the innovation, and he sold part of his 
stock for $150 and used the cash to move 
the rest to Lancaster, Pa., where he tried 
again. Lancaster was the capitol of Penn- 
sylvania Germany, and its other name was 
Thrift. Its conservative citizenry bought out 
one-third of Woolworth’s nickel bargains 
the first day and kept buying. 

His was a variation of the old notions, 
or racket, store, as it was called in the West. 
He put a brother in charge of a second store 
at Harrisburg. It failed, and he moved the 
stock to York. Failure again. Failure a 
fourth time in Philadelphia, but he persisted, 
and the first five-and-ten chain took form 
nebulously. It was not until the Woolworth 
Company absorbed four smaller chains, in- 
cluding that of his cousin, S. H. Knox & 
Co., and his brother, C. S. Woolworth 
& Co., with F. M. Kirby & Co. and E. P. 
Charlton & Co., that the business attained 
national proportions and the present com- 
pany was incorporated in 1911 with 318 
stores. The remarkable story since then can 
best be told in the following figures: 


F. W. Woolworth Co. 


Number of Net 

Stores Sales Income 
631, $60,557,767 $5,414,799 
684 66,228,072 6,461,118 
737 69,619,669 6,429,896 
805 75,995,774 7,548,210 
920 87,089,270 8,713,445 
1,000 98,102,270 9.252.349 
1,039 107,179,411 7,088,716 
1,081 119,496,107 10,361,557 
1,111 140,918,981 9,775,252 
1,137 147,654,647 13,792,960 
1,176 167,319,265 18,324,398 
1,260 193,447,010 20,698,180 
1,356 215,501,187 20,669,397 
1,423 239,032,946 24,601,764 
255,000,000 25,000,000 


Without Outside Financing 


this period the com- 
pany followed a policy of plowing back 
into the business a large share of earnings, 
so that the remarkable expansion was ac- 


% Net 
to Sales 


January, 1927 


complished without resort to any outside 
financing. Moreover, during. the five years 
1921 to 1925, whose earnings aggregated 
$84,293,729, the $10,000,000 balance of pre- 
ferred stock was called for retirement at 
$125 and the good-will item of $50,000,- 
000 was written down to $1, although the 
actual good will is, of course, greater now 
than ever before. 

The policy of all successful chains has 
been to pay out only small dividends and 
use earnings for expansion, which results 
in a regular growth from year to year. This 
rate will be affected somewhat by the policy 
of carrying large cash reserves, or using 
all available funds for opening new stores. 

It is well known that Woolworth stock 
has proven a profitable investment for the 
holders, but few people realize how rich 
the actual reward has been. Take the theo- 
retical case of a man who purchased one 
share of the common stock in 1912, the first 
year the present company was organized, 
when it was traded in on the New York 
Curb and the New York Stock Exchange 
with a range of 117% high and 76% low, or 
mean of 97. Suppose he paid $100; he would 
have received regular and extra cash divi- 
dends every year since then, ranging from 
$2 in 1912 up to $31.20 in 1926, and aggre- 
gating $154.80 for the entire period. He 
would have also received a 30 per cent stock 
dividend in 1920, and a 4 for 1 exchange 
of shares in 1924 (when the par was changed 
from $100 to $25) and have in his possession 
today 5.2 shares, selling in the market 
around $190 each, or worth $988. The total 
return, calculated roughly by combining the 
cash dividends received and the present 
value, would be in the neighborhood of 1043 
per cent during the fourteen-year period, 
or at the rate of 75 per cent annually! 

The company has just declared a 50 per 
cent stock dividend, payable Feb. 1 to stock- 
holders of record Jan. 10, which will in- 
crease the total outstanding capital stock by 
1,300,000 shares ‘(par $25) to $97,500,000. 

Similar results will be secured from a 
calculation of the investment return in other 
leading chains of the so-called five-and-ten 
field (which term is a misnomer, since it 
is used to include companies handling goods 
priced up to one dollar). S. S. Kresge & 
Co., S. H. Kress & Co., McCrory Stores 
Corporation, and others have made many 
millionaires. 


Drug Chains 


EXT to foodstuffs and general mer- 
chandise, the most important chains are 
in the drug trade. Carl Reimers, speaking 
before the Convention of the American In- 
stitute of Banking on “The Chain Store As 
It Is Today,” stated that there are about 
50,000 drug stores in the United States and 
only 4 per cent are in chains, representing 
2000 units. The total retail drug business 
in the country he estimates at $1,300,000,000, 
with chains handling $221,000,000, or 17 per 
cent. The average drug store does a busi- 
ness of about $25,000 per year; the average 
chain drug store about $100,000 a year. 
The Louis K. Liggett Company, subsidi- 
ary of the United Drug Company, is the 
largest in this group, operating some 300 
stores in the United States and doing an 
annual business of around $75,000,000, or an 
(Continued on page 535) 
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Nebraska Licenses Its Bankers 


By C. M. HARGER 


As Means of Securing Higher Standards in Banking Profession 
Nebraska Enacts Law Requiring Executive Officers of Banks 


To Pass Examination. 


Claims Only Guaranty Law That Really 


Has Worked. State Bankers Association Urged Passage of Law. 


HEN a retired farmer or the 
heir of a cattle king decides to 
start a bank in Nebraska, the 
preliminaries are simple. He 
can easily rent a building, buy fixtures, 
ledgers, adding machines, lead pencils and 
deposit slips, and can have his name in 
shining gold letters on the mahogany desk. 

But before he can start business, he must 
go up to Lincoln and get a license. This 
is a proceeding that was inaugurated at 
the behest of the Nebraska State Bankers 
Association and put into the statutes as 
a means of securing a higher standard in the 
banking profession. 

Here is what the law says: 

“Executive officers of banks shall be per- 
sons of good moral character, known integ- 
rity, business experience and responsibility, 
and capable of conducting a bank on sound 
banking principles. No person shall act as 
executive officer of any bank until such bank 
shall apply for and obtain from the depart- 
ment of banking a license for such person 
to so act. If the department, upon investiga- 
tion, shall be satisfied that any active execu- 
tive officer of a bank is conducting its business 
in an unsafe or unauthorized. manner, or is 
endangering the interests of its depositors 
or stockholders, the bank department shall 
have authority to revoke such license.” 


Penalties for Violation 


VY ieee by acting or attempting to 
act as executive officer except under a 
license is made a felony, punishable by a 
fine up to $5,000 or imprisonment up to ten 
years, or both. Bankers operating banks 
when the law took effect were given auto- 
matically a three months’ license, after which 
they were compelled to take out the license 
regularly. 

Just how deeply the banking department 
goes into the qualifications of the applicant 
is not clear, but presumably it finds out if 
he knows how to say “No” when a risk is 
involved, and if he realizes just what is the 
character of an excess loan and what hap- 
pens if his institution has too much “frozen 
assets.” 

Many financiers, reviewing the history of 
banking during the past half decade, have 
recommended a stricter test of bankers’ abil- 
ity to manage financial institutions. Some 
have estimated the cause of failures as 95 
per cent due to inefficient management or 
incapable administration—in short, that the 
men in charge were not bankers. If bank- 
ing is to be a profession, there must, it is 
argued, be some standard of the members, 
as there is of medicine, dentistry and plumb- 
ing. The public accountant who makes an 
audit of a bank must have a diploma—but 
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RECOGNIZING that 

banking is a profes- 
sion and that the extension 
of credit is a_ science, 
Nebraska has passed a law 
requiring executive officers 
of banks to obtain a license 
from the department of 
banking. The applicant 
must pass an examination 
and prove that he is “cap- 
able of conducting a bank 
on sound banking prin- 
ciples.” If the authorities 
find any officer is engaging 
in unsafe practices, they can 
revoke his grant. The action 
taken has been advocated as 
a means of securing higher 
standards in banking for 
several years. 


the banker in charge need have no special 
training, or even none at all in financial 
procedure. 

So Nebraska is trying to establish a stand- 
ard, not in a very severe manner, to be sure, 
but a start is made that may show the way 
to firmer rules and the desirability of 
greater fitness for the business. Also, the 
state is making its boast that it has evolved 
the only guaranty of bank deposits that has 
succeeded—though it is not claimed that the 
license system has had anything to do with 
that accomplishment. 

Nebraska’s guaranty law was adopted in 
1911. The state then had about 500 banks; 
ten years later it had 1000; today it has 
1063. In the fifteen years since the adop- 
tion of the law, 152 banks have suspended; 
but of these thirty-six have been continued 
as going concerns, and 116 have been liqui- 
dated with deposits totaling $28,000,000. The 
assets of the failed institutions paid only 
about one-half that sum. It is stated that 
over $12,000,000 was paid from the guar- 
anty fund maintained by a compulsory as- 
sessment on all the state banks. 

Nebraska put into its guaranty law some 
unique features, making it a far different 
statute from those of Kansas, Oklahoma and 


495 


the Dakotas, which have reached an impasse 
in operation. Also it has made some changes 
since its initiation, and altogether has man- 
aged to make ends meet, which is some ac- 
complishment for the experience of the past 
five years. These additions had to do pri- 
marily with the handling of banks in finan- 
cial difficulty, both before and after the 
banking department demanded action. 

In the first place, all state banks are sub- 
ject to a maximum annual assessment of 
six-tenths of 1 per cent of the guaranteed 
deposits. This, on the present showing, 
raises $1,700,000 annually for the guaranty 
law fund. In April, 1923, came an added 
feature. A bankers’ commission, composed 
of state bankers, was created and author- 
ized to levy an assessment of not exceed- 
ing one-fourth of 1 per cent a year on all 
deposits to be paid into a “bankers’ con- 
servation fund” and turned over to the 
commission to operate banks in weakened 
condition or which had been so declared by 
the bank department and conduct them as 
going concerns without regard to their 
solvency. 

Some fifty-seven receiverships, with lia- 
bilities approximating $10,000,000, were taken 
over by the new commission, and as a re- 
sult of putting in the banks “good collectors” 
and of adopting improved methods, it is 
asserted that material savings have been 
made for the guaranty fund, and that many 
institutions that otherwise would have gone 
out of business have been rehabilitated. At 
latest reports the commission is operating 
thirty-seven banks, with a probability that 
a dozen more will be added. The secretary 
of the commission recently stated that these 
assets in the hands of the commission in- 
cluded “everything from a twenty-ton safe 
down to pen points, every article being for 
sale at the right price.” Among other things 
the commission had in hand “around 200 
farms to sell” and was also engaged ex- 
tensively in litigation with “about 1500 cases 
in the courts.” 


Issue Receiver’s Certificates 


NOTHER feature, not used by other 

states, is the method of paying the de- 
positors in failed banks. Instead of issuing 
certificates payable directly by the guaranty 
fund, the failed bank goes through a formal 
receivership under court procedure. After 
available quick assets are exhausted, receiver’s 
certificates are issued drawing 6 to 7 per 
cent interest and having for their security 
the assets of the failed banks, eventually 
to be met by assessments on the solvent 
banks for what deficit finally occurs. These 
are sold. 
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AMERICAN 


Kirk Griggs, secretary of the State De- 
partment of Trade and Commerce, under 
which the banking bureau operates, said re- 
cently : 

“There are at present receivers’ certificates 
outstanding amounting to $2,400,000, with 
cash on hand amounting to about one-half 
of this amount. We figure that future 
losses, which will have to paid by the guar- 
antee fund, will amount, with receivers’ 
certificates now outstanding, less cash on 
hand, to something less than $6,000,000. 
Deposits in state banks in Nebraska aggre- 
gate $284,000,000. Assessments of 0.6 of 
1 per cent will bring in a total of $1,700,- 
000 per annum. We should receive $1,500,- 
000 to $2,000,000 from sale of assets in de- 
funct banks. Thus you will see that all 
losses should be paid within a period of 
three years.” 


Levies On Other Banks 


F course any guaranty law can succeed 

if enough assessments are levied to 
pay the losses. The problematical feature 
is whether or not it is sound business to 
compel payments sufficient to meet all the 
deficits that occur. In the first nine years 
of the Nebraska experience business was 
normal and few failures occurred. The 
assessments levied were $2,367,000 and the 
requirements to pay depositors only $239,- 
330. But along came the post-war troubles 
and, in 1921 alone, the assessments levied 
exceeded the total of the entire nine years, 
and depositors were paid $2,741,719. By 
1924, depositors had been paid $8,730,645 
and assessments had reached $7,694,042 for 
the 1920-1924 period. 

According to the bank department, the 116 
bank failures had total deposits amounting 
to $28,000,000. Every dollar of this was 
paid, usually with no delay. About forty 
cents of every dollar of this had to come 
out of the bank guaranty fund, which means 
that the state banks paid about $12,000,000 
to depositors in banks that were liquidated, 
who otherwise would have lost much of 
their money. The other sixty cents on the 
dollar came from the assets. 

There is still some $10,000,000 of unreal- 
ized assets turned into the guaranty fund, 
and it is estimated that about five cents more 
on the dollar will come from this source. 
This would mean that in paying the de- 
positors their $28,000,000 in the failed 
banks, 35 per cent will have come out of 
the fund raised among all the state banks, 
while 65 per cent will come from bank 
assets, frozen and otherwise. 

The primary loss as taken for the bank- 
ers of the state averaged $130,000 per bank, 
but the larger losses are believed to have 
been settled, and only the smaller banks 
are likely to meet difficulty in the future. 

Of course the ultimate cost of the claims 
already outstanding in the form of receivers’ 
certificates depends on the actual amount 
secured from the assets in the hands of the 
conservation committee. Usually such in- 
come is less than anticipated, but in this 
case there may be a conservative estimate. 
In any event, the thing to which the Ne- 
braska advocates of the guaranty plan point 
with pride is that every depositor has been 
paid in full—and that is a notable show- 
ing. It is also pointed out that though it 
costs money, it does give the depositor as- 


surance that his money will be forthcoming. 
The figure of 65 per cent recouped from the 
assets of the failed banks is creditable and 
compares with the general estimate of 49 
per cent salvaged from failed national banks 
in all their history and of 30 per cent for 
all banks. 


Guaranty Is Not Magnet 
for Deposits 


mee the guaranty law attracts any ex- 
cessive part of the business does not 
seem to be borne out by the Nebraska rec- 
ords. Despite the fact that every depositor 
in a failed bank has his money in full, the 
170 national banks have deposits of $200,- 
000,000, while the 893 state banks have only 
$285,000,000. Of course allowance must be 
made for the fact that the small banks are 
state institutions, but even in towns where 
state and national institutions come in com- 
petition the business does not flow in one 
direction, usually being fairly well divided 
with the national bank as often in the lead 
as vice versa. 

A recent statement that a questionnaire 
sent to Nebraska bankers showed “55 per 
cent regarding the guaranty law as a mis- 
take” is scarcely convincing, as it is not 
clear whether it includes both state and 
national bankers. However, there are many 
bankers of the state who feel that whatever 
the success in paying losses, the cost is 
greater than solvent banks should stand, 
and that stricter banking examination and 
higher standards for banks as to capital and 
management would effect the same or bet- 
ter results. 

Secretary Griggs emphasizes the reasons 
for the bank failures, which are not differ- 
ent from those existing in other parts of 
the farm country, chiefly as disregard of 
law and over-extension of credit. The first 
does not necessarily mean dishonesty or ras- 
cality, but rather failure to follow the clear 
precepts of the banking law. 

Right here is where the Nebraska statute 
ties up with the license for management of 
the banks. If the licensee has been so thor- 
oughly tested as to make sure that he under- 
stands what are sound financial operations, 
and realizes the restrictions thrown around 
his procedure by the laws of the state, he 


New Mellon Aid 


Carl Schuneman, a lawyer from Min- 

nesota, has been named as the new 

Assistant Secretary of the Treasury 
by President Coolidge 
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ought to be a better banker than otherwise. 
Of course there must be intensive examina- 
tion and inspection at frequent intervals to 
insure his living up to what he has been 
taught. Over-extension of credit came with 
the ballooning of values, both land and 
commodities, and the Nebraska banker dit 
only what was done in every other section 
of the farm country. Nebraska had the 
same variety of land boom in its easter 
portion as affected Iowa and the flattening 
out process was scarcely less severe in some 
counties. Gradually there is being estab- 
lished a firm basis, and the banks of the 
state are reaping the results of the effort 
to set their houses in order. 

It is admitted that some amendments and 
changes can well be made in the guaranty 
law, despite the fact that it has made i: 
possible to pay depositors of failed banks 
There is no evidence that its existence 
helped the over-banked situation; indeed, it 
is claimed that the very fact that state 
banks were guaranteed gave business to in 
stitutions that were managed by men with 
out any especial fitness for their positions 
and who were, in fact, better qualified for 
stock salesmen or commercial club secre 
taries than for financial experts. Nor did 
it lessen the number of failures, for the 
state had about the same proportion of sus 
pensions as did the other commonwealths oi 
the farm country. 


Strong Banks Weather Storms 


HAT did happen was that some $12,- 

000,000 was taken from the solvent 
banks to pay the debts of those institutions 
that failed because of bad management or 
other causes. It cannot be urged that the 
conditions alone were responsible for the 
failures. Nebraska had its 152 failures, but 
it also had some 850 banks that continued 
strong and solvent. Had conditions alone 
been responsible, there would have been a 
wholesale debacle of the banking business. 
This was true in every state where the bank 
difficulties have been notable. It is for this 
reason that experienced and successful bank- 
ers, some of them in the older settled part 
of the state and some in the high plains 
section where agriculture is more precari- 
ous, insist that the state needs closer super- 
vision of banks, an extension of the activi- 
ties of the conservation board and _alto- 
gether a determined effort to make every 
bank live up to the standard which it is 
sought to set up in the statute. 

The past season has not been the best 
in the history of Nebraska so far as crops 
are concerned. Untimely variations of 
weather injured a most promising outlook 
in some sections. But the state has gone 
ahead with conservatism, and has through its 
banks’ careful management and restrictions 
of loans to essentials been making progress 
It has sown 300,000 more acres of wheat 
this year than last. 

If there come a season of old-time crop 
generosity, the assets held to meet the bank 
receiverships will bring more than the pres- 
ent estimates and thereby lessen the assess- 
ment upon the solvent banks. In any event 
Nebraska seems likely to retain its guar- 
anty law and it may raise yet higher the 
standard it has set as qualification for posi- 
tions of responsibility in the banks of the 
state. 


The Bank of Yesterday—and Today 


By H. I. PHILLIPS 


OW banks have changed! Years ago 
they were more exclusive than Union 
League Clubs. 


The atmosphere in a bank back around 
1905 was from ten to fifteen degrees colder 
than the polar bear house in the Bronx Zoo. 
Depositors wore mittens every time they 
went into a bank to put something in and 
raccoon coats every time they went in to 
draw something out. 


¥ 


The old-time teller 
used to wear red 
flannel underwear 
the year around so 
he wouldn’t catch 
cold standing near 
the vice-president. 


People were 
known to approach 
bank directors in 
the old days and 
develop galloping 
pneumonia at the 
moment of contact. 
You could freeze 
both ears listening 
to a bank cashier 
say “Good morning.” 
Groundhogs used to 
come out from un- 
der bank treasurers’ 
desks Fourth of 
July. They thought 
it was Candlemas 


day. 


One look at an 
old-time bank officer 
and the groundhog 
ran back into his 
hole for six more 
weeks, 


IF You DONT 
LIKE 
METHODS ‘You 
KNOW WHAT 
You CAN DO. 


Old-time plumbers 
will tell you they could always get 
work during the hot months thawing out 
frozen pipes in banks and trust company 
offices. 


And now look at the darned things! 


Today all is changed. Many a man goes 
to the modern bank because he finds condi- 
tions there friendlier than in his own home. 
“Welcome!” is written on the mat and 
“The Customer Is Always Right” engraved 
on all the plate glass windows. At the door 
a radiant attendant greets you, offers you 
a cigar, inquires for all the folks, tells you 
a funny story and offers to lend you $10. 


Once inside the bank the house commit- 
tee rushes over and gives you the hot hand. 
It introduces you all around. Says, “If 
there is anything you want that you don’t 
see, ask for it”; inquires what you want 
for Christmas and demands that you come 
up to the house and see the family some 


night. 


“Would you like to meet the president?” 
Of course you would. 


“Come right into the private office. He’d 


be awfully upset if a depositor should leave 
without meeting him!” 


So you are ushered into the president’s 
sanctum. He is tickled silly to see you 
whether you’ve got much of a balance or 
not. Have a chair? Have a cigar? Have 
some chicken salad and a cup of tea? 


“We want every depositor to feel at home 
with us,” says the president. “This is your 
bank. Use it whenever you like. When- 
ever you are in the vicinity and want to kill 
an hour, come in and sit down. We expect 
to have a reception and lounging room com- 
pleted in a few days. There will be radio 
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concerts and everything. We may put in 


a pool table.” 


The president is the soul of hospitality. 
Before you leave he may insist that you 
run up to his apartment and meet the wife 


and kiddies. 


Then with the same feeling of satis- 
faction that envelops a man after he 
has made the most exclusive country club 
in the community, you swagger out to put 
or take. You will have no trouble iden- 

tifying the receiving 
and paying tellers. 
Over the windows 
you will find their 
full names with a 
few interesting facts 
about them person- 
ally. For example: 


ARTHUR MAHONEY 
WHEELPH 


Special Interest. 
Certifications. 


Mr. Wheelph is 32 
years old, married, 
has two children and 
lives in Orange, N. 
J. He likes bridge 
and squash. Plays 
the piano. You'll 
like him. 

MOVIES 
IN THE ANNEX 


Every 
AFTERNOON, 


You feel at home 
with Mr. Wheelph 
at once. He is glad 
to know you. Twenty 
years ago a_ bank 
teller would have 
been annoyed if he 
had had to know 
anybody. 


The old-time bank 
teller went through 
life without anybody 
in particular know- 
ing him, or want- 
ing to. 


so Piece 
ORCHESTRA 


Verily the modern bank has become a 
kind of social club. In New York a few 
weeks ago a bank was opened in which 
there were no wire cages, bars or other 
barriers. It is quite possible that the bank 
of the near future will have rest room, bowl- 
ing alleys, tennis courts, swimming pools 
and its own private golf course. 

It may even put in a jazz orchestra and 
some entertainers. 

* 


After all, why not? It’s awfully unin- 
teresting down in the safety deposit vaults 
going over all those mortgages and stock 
certificates without any music! 


CAN'T L GET ANY 2 
SERVICE IN THIS BANKS 
| 
— 
THEN 
COME ON IN MY PRIVATE | 
| AND HAVE A CIGAR‘ COME UP TO 
THE House AND MEET 
THe WIFE AND KIDDIES 
= — 
Si | — 
mm 
MONG 
* “A Radiant Attendant Greets You.” 
+ 
= 


The New York “Exchange” in 1669 


(The Journal] Cover Picture) 


with the isolation of that infini- 

tesimal organism which is sup- 
posed to be the basis of all life—the 
final division, the last cell as we 
microscopically approach the great 
unfathomable mystery on the other 
side—the beginning of life, from out 
of eternity. 

But while there is as much—even 
more—of fascination surrounding 
the force that makes for business—a 
force so potent that from its primary 
impulses ships are launched, rail- 
roads are constructed and whole 
cities rise up—there is no compar- 
able mystery because the primary 
impulse is exchange, known of all 
men, even tu the savages—the giving 
in trade of what one has for what 
one wants. 

Barter, trade, exchange is the life- 
blood of business. When the process 
of exchanging, either directly or by 
some form of token, is lively and 
voluminous, business is pretty sure 
to be good. 

When the process and practice of 
exchange is halting and slow, busi- 
ness is weakened. 


GS wisi the is forever fascinated 


O all men turn naturally and in- 

stinctively toward places offering 
opportunity for the exchange of that 
which they have for that which they 
want. But not all the important 
places of exchange are obtrusive or 
spectacular in their settings. There 
are many such of which the great 
public knows nothing though the 
public’s needs are served by these 
special and obscure meeting places 
of buyers and sellers. 

Hence it comes about that the 
average man in the United States, 
though he may neither realize it nor 
care to bother himself with reflec- 
tions on it, is in some degree be- 
holden to the exchange as an institu- 
tion for the permanency of his em- 
ployment and continuity and econ- 
omy in the supply of his daily needs. 


HE cover picture on this month’s 

JOURNAL, reproduced from a 
painting by Walter de Maris, is the 
artist’s conception of the first busi- 
ness exchange in what is now New 
York City back in that time when 
serious men wore great buckles on 
their shoes and no one smiled be- 
cause a man might have a bunch of 
feathers stuck in the band of his hat. 
While not a stock exchange, nor 
even the beginning of a stock ex- 
change, this first New York exchange 
had this in common with the curb 
market of a little while ago—that it 
operated out-of-doors and was most 
comfortable in fair weather. As coin 
was scarce in those times much of 
the trading was in truth actually ex- 
changing—bartering. 

‘When the British come into pos- 
session of New York,” says the Jour- 
nal of American History, “the mid- 
dle of Broad Street was occupied by 


- a canal up which small boats came to 


discharge their cargoes. This canal 
would probably never have been 
there had not New York been orig- 
inally a Dutch town. Across the 
canal, near the river, between the 
present Stone and Bridge Streets, 
was a bridge which was the center 
of as much stir and activity as any 
other place in the little city. Here 
the merchants had been accustomed 
to meet for trade and the transaction 
of business of various kinds. 


“PPHIS induced Governor Love- 

lace, March 24, 1669-70, to is- 
sue an order establishing a sort of 
business exchange. His order speci- 
fied that meetings of the merchants 
should be between the hours of 
eleven and twelve on Friday morn- 
ings, near the bridge and the Mayor 
was directed to take care that they 
should not be disturbed. The time 
of meeting and dispersing should be 
announced by the ringing of a bell.” 


498 


Congress and Banking Legislation 


By REUBEN A. LEWIS, JR. 


Until McFadden Bill is Definitely Disposed of, There is Little 
Likelihood of Any Important Banking Measure Being Passed. 
Senate Approves Bill Providing for Federal Reserve Pension 
Fund. Guaranty of Bank Deposits is Proposed in Lower House. 


NTIL the McFadden bill is defi- 
nitely disposed of by Congress, 
there is scant likelihood of any 
other Federal banking legislation, 
with the exception of one or two administra- 


tive measures, being passed at the 69th ses-- 


sion. 

The disposition of the leaders in Congress 
is to do nothing that might have the effect 
of delaying a decision on the McFadden 
bill, which is regarded as legislation of pri- 
mary importance to the national banking 
system and of vital concern to the Ameri- 
can financial and business world. One of the 
features of the pending McFadden bill is 
the extension of the charters of the Federal 
Reserve System for a period of forty-five 
years from the. date of their expiration in 
1934. 

While it is recognized that there is a good 
deal of the so-called small banking legis- 
lation which might properly come before 
Congress for its consideration, the leaders 
do not believe that it would be advisable to 
bring it up at the short session. 


May Pass Two Bills 


[= machinery has already been set in 
motion to provide for independent ex- 
amination by the Treasury Department of 
the banks supervised by the Federal Farm 
Loan Bureau. This legislation is designed 
to make the examination of the Federal 
Land Banks, the Federal Intermediate Credit 
Banks and the Joint Stock Land Banks 
more nearly comparable with the practices 
in the national banking system. It is main- 
tained that this independent examination will 
strengthen the confidence of the public in 
the banks and likewise in the bonds which 
have been issued by the Federal Farm Loan 
Bureau. 

Likewise a bill has been introduced and 
has already passed the Senate to set up a 
Federal Reserve pension fund so that ar- 
rangements may be made for pensioning 
officers axd emplgyees of the Federal Re- 
serve Banks, the Federal Reserve Board, the 
Federal Reserve agents, and of banks that 
are members of the Federal Reserve System. 
Governor Crissinger and the twelve gov- 
ernors of the regional bank are created a 
body corporate to set up the scheme of pen- 
sions, which must be approved by the Fed- 
eral Reserve Board. Congress declares that 
the pensions or other forms of relief which 
may be determined upon must be based on 
the contributory system, with the persons, 
who will be aided by the pensions, contrib- 
uting a part of the fund and the person’s 
employer a portion. No person will be able 


to get a pension at a rate in excess of 30 
per cent of the maximum annual salary re- 
ceived as an officer or employee of the banks. 
The respective amounts to be contributed 
by the officer or employee on the one side 
and by the employing bank on the other 
are to be established by the corporation from 
time to time, but the Senate stipulated that 
the total amounts contributed by the Fed- 
eral Reserve Board, the Federal Reserve 
banks and the Federal Reserve agents shall 
not exceed the total contributions made by 
the officers and employees. 

It is provided that no member bank shall 
be required to contribute any sum to the 
pension fund unless it elects to do so. The 
legislation merely opens up the way for 
the banks to participate in this pension sys- 
tem, and expressly authorizes national banks 
to devote a part of their funds to accom- 
plish this purpose. Senator McLean, the 
chairman of the Senate Banking and Cur- 
rency Committee, told the Senate that the 
Federal Reserve System had made a deep 
study of the various bank pension plans 
and had concluded that the contributory sys- 
tem was superior to any other. Advocacy 
of enabling legislation to establish a pension 
fund is not new, as the bill has been pend- 
ing in Congress for more than a year, but 
until this time the leaders were unable to 
get either house to act on it. So far as is 
known, there is no opposition to the meas- 
ure in the House of Representatives, and it 
is now thought probable that the bill will 
go through before March 4. Many national 
banks have had pension funds of their own 
for a number of years. 

The Postmaster-General wants the limit 
on postal savings raised from $2,500 to 
$5,000, and a bill to accomplish this end 
has been introduced in Congress. No move 
has been made thus far to increase the rate 
of interest, which the government pays on 
postal savings, and it is not anticipated that 
there will be a renewal of the recommen- 
dation on this score by the Post Office De- 
partment. There is a very slight chance of 
Congress increasing the limit to $5,000, as 
there is a large body of opinion in the House 
and the Senate against the government get- 
ting further into the banking business. 


Guaranty of Deposits 
Proposed 
i ies chain bank crash in Georgia and 
the failure of banks in the Middle West 


have been reflected by the introduction of 
bills proposing a Federal guaranty of bank 


deposits. ‘There does not appear to be the 
slightest chance for the proposals being en- 
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acted into law, as a majority in Congress 
is thought to be steadfastly opposed to adopt- 
ing a system which has been such a signal 
failure in virtually every state where it has 
been tried. 

Thus far two bills seeking to set up 
guaranty funds have been introduced in the 
House of Representatives. Representative 
Brand, of Georgia, would create a depositors’ 
guarantee fund for the benefit of all those 
who have deposits in banks that are mem- 
bers of the Federal Reserve System. To 
provide the fund with a working capital at 
the outset, the Treasury would be directed 
to appropriate not more than $50,000,000. 
It is the purpose of the bill to maintain 
this fund at not less than $25,000,000, and 
the Treasury would be directed to make 
such appropriations from time to time as 
would be required to achieve this end. 
From year to year the Federal Reserve 
banks would be directed to turn all net earn- 
ings into the fund remaining after they had 
met their operating expenses, paid 6 per 
cent dividends on the paid-in capital and 
had built up a surplus equal to 100 per cent 
of the subscribed capital stock as well as 
an additional 10 per cent annually. In this 
case the banks would not be required to 
contribute anything directly to the fund and 
the Federal Reserve Board would be author- 
ized to pay off the depositors in the failed 
banks. 


Banks Would Pay 


EPRESENTATIVE HOWARD, of 

Nebraska, proposes a Federal sys- 
tem patterned more or less after the 
Nebraska guaranty plan. The fund would 
be built up by an initial contribution by 
national banks amounting to 4% of 1 per 
cent of their average daily deposits. Dur- 
ing the first two years the banks would 
be required to pay in twice yearly the same 
percentage of their average daily deposits 
and 1/20 of 1 per cent semi-annually there- 
after. In case the fund should become de- 
pleted or reduced to less than % of 1 per 
cent of the average daily deposits for all 
national banks prior to July 1, 1927, or cut 
down to less than 1 per cent of the daily 
deposits after that date, the Comptroller of 
the Currency would be authorized to levy 
a special assessinent to bring it up to the 
desired size. In event funds were needed 
for the purpose of making immediate pay- 
ments to depositors, a special assessment 
of any amount not exceeding 1 per cent 
of the average daily deposits might be 
levied in any one year. Any national bank 

(Continued on page 538) 
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Practice Safe Banking—That’s All 


HERE is no mystery about the solution of the 

perplexing one-crop problem of the South, accord- 
ing to J. A. Pondrom, President of the City National 
Bank of Dallas, Texas. 


“You country bankers hold the solution of this problem in 
the palm of your hands,” he says. “You do not have to preach 
safe farming. You do not have to hire anybody to preach safe 
farming. You do not have to preach reduction of acreage. 
You do not have to plead with anybody to reduce acreage. All 
you have to do is to go back home and practice safe banking. 
Safe farming will follow safe banking as surely as the night 
follows the day. Safe banking will compel safe farming: it 
will compel diversification: it will compel reduction of acreage. 

“The man who plants a certain acreage in cotton without 
doing anything else, and without making any attempt to raise 
anything to feed himself, his family or his live stock, is not 
a farmer. He is not a good credit risk. He is trying to support 
himself and his family 365 days in the year by working about 
90 days, and it cannot be done. Industry affords no example 


of any class of labor, skilled or unskilled, that is able to sup- 


port itself a whole year by working only one-third, or one- 
fourth, of the time, and certainly it cannot be done by un- 
skilled labor raising cotton. Nature is not sufficiently generous 
of her bounty to warrant any such expectation, and further- 
more, no organization, no sort of cooperation or coordination, 
no marketing system, orderly or disorderly, no credit system, 
direct or intermediate, no revision of the tariff laws, no gov- 
ernmental aid, state or national, will ever make nature any 
more generous of her bounty. 

“The price of cottton never will be above the cost of pro- 
duction if the producer charges that cost with a whole year’s 
wages and works only about ninety days, and if you continue 
to furnish the operating capital for that type of farmer by 
lending your money on the security of a mortgage on some- 
thing that is not yet in existence, and may never be in existence, 
you are simply financing a venture that is economically unsound. 
That type of farmer may get by a year or two under high 
prices, but in the long run he is doomed to failure.” 

In all of the discussion that has gone on in recent 
years over the evils and the dangers of one-crop farm- 
ing there never has been so much of clarification 


offered in so few words. 


Cannot Keep Out German Goods 


MOST interesting business situation in Germany 

is outlined elsewhere in this issue in an article 
from Germany, in which the author heralds the coming 
of a trade boom in the land which many—once thought 
—would never be able to “come back” in a business 
sense. Germany, it appears, is not only able to sup- 
port herself, but to produce an exportable surplus. 

“The export surplus of 1926 is, therefore, most sig- 
nal of Germany’s achievements, and the best augury 
for her development in 1927,” says the writer. “It 
proves that she can compete, and it proves that increas- 
ing customs barriers cannot keep out her goods. It also 
indicates that she is producing more than she consumes ; 
and thereby again confutes the vaticinations of those 
post-war pessimists who believed that the Versailles 
Treaty had left a Germany that could not support it- 
self.” 

And the most interesting thing in the situation is 
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that an all-powerful fact in producing these new con- 
ditions of prosperity is that there has been a sharp up- 
ward turn in the output per man in her various in- 
dustries. 

In the past it has been pointed out in these pages 
that in the post-war years, while the whole world was 
in a sense in a state of flux, with a great transformation 
taking place, nations changing, markets changing, stand- 
ards of living changing; in fact, as if the greater part 
of the civilized world were pouring through the gate- 
way of a new era, advantages would go to those who 
had vision to see the opportunities and the will to seize 
the places of opportunity. 

Germany, taking its cue from America with its 
mass production methods, seems to be sensing the op- 
portunity and to be turning some of her apparent dis- 
advantages into advantages. 

In regrettable contrast with the increased output per 
man in Germany is a decreased output per man in the 
British coal industry, as reported by the Monthly Letter 
of Lloyd’s Bank in its discussion of the ending of 
the miners’ strike. The British production of 
bituminous and anthracite was 287,000,000 tons in 1913 
and only 244,000,000 tons in 1925. During the years 
1909-1913 the output per man averaged 257 tons per 
annum while the output per man for the year of 1925 
had dropped to 217 tons. 

“Were it not for the fact” says the review “that it 
has been so persistently ignored, or at any rate, large- 
ly unrecognized, we should have thought it the merest 
truism that the one essential for post-war recovery is 
the restoration of the wealth that has been destroyed. 
The necessary new creation of wealth is only to be 
secured by harder work with a consequent increase in 
production. Instead of this the constant and _ per- 
sistent strike after strike has meant a deliberate lessen- 
ing of production and therefore a smaller creation of 
wealth than might have been the case.” 


The Proposed Debt Conference 


HE proposal signed by forty-two members of the 

faculty of Columbia University, that there be held 
an international conference for the purpose of recon- 
sidering the war debt settlements, is a document of 
mischievous possibilities, for it is doubtful if it will 
accomplish anything in this country, but is pretty sure 
to work wonders in trouble-making abroad. 

As a post-war document it takes rank with some 
well meant but mistaken statements in the pre-war days, 
and it has this in common with certain statements of 
1915 and 1916 in that it will have a significance abroad 
that will not be accorded to it at home, for here among 
the masses there is no sentiment for cancellation. In- 
stead there is the feeling that the scaling down process 
was generous. 

The professors of Columbia who united in this docu- 


ment say: 
“The existing settlements rest upon a basis which is 


= = 
: 
END 
. \ hy 
Fa 


AMERICAN BANKERS ASSOCIATION JOURNAL 


itself open to question. The formula, ‘capacity to pay,’ 
which, in the case of ordinary debt adjustments, may 
be applied, to the possible benefit of both parties, proves 
difficult if not impossible of just application in the case 
of debts so vast as to reach over two or three genera- 
tions. In most of the debt settlements the period agreed 
upon stretches forward sixty-two years. The estimates 
of capacity are, of necessity, based upon the statistics 
of the pre-war period and those of the abnormal post- 
war or reconstruction period. Obviously there are no 
figures for the future. 

“How impossible it is to estimate the relative eco- 
nomic ‘capacities’ of nations for so long a period will 
be clear to anyone who looks back over the last sixty- 
two years. The steel industry of Germany, now far 
surpassing that of England, is almost entirely the prod- 
uct of the last half century. Similarly, other basic in- 
dustries, such as coal, wheat, cotton, rubber, potash and 
even gold are in process of redistribution among the 
countries of the world. Nations today are changing 
their relative positions even more rapidly than in the 
past. How, then, can there be any degree of certainty 
in the estimates of future capacity, upon which this 
settlement so largely rests? It is surely unjust to fix 
the burdens of future generations on the basis of guess- 
work.” 

The second paragraph quoted above is perhaps as 
good a reason why there should be no more scaling 
down and no cancellation, as that there shall be further 
reduction. Nations are changing their positions. The 
debt will run for two or three generations, and who 
is there who can say what will be the position of the 
United States one generation or two generations hence? 
Our prosperity is not underwritten for eternity, hence 
if we have no right to “impose burdens” on people over- 
seas for the next two generations, then by the same 
reasoning we ought perhaps to be slow in cancelling 
the heritage of our children and our grandchildren. 
If we cancelled now, might not a turn of events throw 
this burden on America’s second and third generations ? 

If in the years to come there should arise conditions 
among any of our debtors under which they were op- 
pressed by the war debts, our statesmen of that time 
may be able to deal with the situation with perhaps 
more intelligence and better justice than can be done in 
this year of 1927. 

In the term the “capacity to pay” the Columbia men 
find something repugnant, something “cold and hard,” 
which finding will no doubt be surprising to many a 
banker and many a business man. In that term, as 
generally understood, the creditor goes as far as the 
responsibilities to his trust permits him to go; and 
the debtor sees in the term time and opportunity to 
rehabilitate himself. 

In its final argument the statement said: 

“There is one aspect of the question, however, that 
must not be ignored. Can any thoughtful American 
view with indifference the growing odium with which 
his country is coming to be regarded by our European 
associates? This would be distressing whatever the 
occasion; but when from the European point of view 
there is convincing justification for their unfavorable 
estimate of us, should we not welcome a chance to talk 
out our differences around a conference table? Evi- 
dence is accumulating week by week that our insistence 
on debt payment will cause the hatreds of which Euro- 
pean countries are finding means to allay among them- 
selves to be concentrated squarely against us. Already 
international trusts are being organized to compete 


with our industries in neutral markets. Already it is 
being pointed out that the reparation payments, which 
threaten to hold Germany in financial bondage for two 
or three generations are necessary to permit the Allies 
to pay their war debts to us. A coalition of Europe 
against the United States might prove a good thing 
for Europe. Can anyone believe that it would be a 
good thing for the United States? Thus the demands 
of justice are reinforced by the dictates of political 
expediency and the counsels of economic self-interest 
in urging us to meet halfway the countries of Europe 
in the International Debt and Reparations Conference 
which we here propose.” 

But would the cancellation of all debts be any guar- 
antee against the real or imaginary dangers that the 
professors fear? If we yield for such reasons will 
Europe think more of us or less? If we cancel all debts 
will they think so highly of us that they will not try 
to outdo us in business? That is not quite the way 
the world has gone thus far. 

The same newspaper which carried the text of the 
plea also carried two other pieces of news which seem 
by their mere occurrence on the same day to make 
a grim and solemn comment on the Columbia plan. 

The first of these was the announcement that an- 
other attempt will be made in Congress to arrange, by 
indirection, higher prices for certain farm products. 
Our farmers—and there are over 6,000,000 farmers— 
feel that circumstances have so shaped themselves that 
farming is ground between the upper and the nether 
millstone. Many have been ruined, and many banks 
have been carried down with them. How, then, will 
the American farmers regard the proposal to scale 
down further the debt, especially when they reflect 
that $5,489,000,000 of it has already been cancelled. 
These Americans think that they too have burdens 
and have some personal knowledge of the term “capac- 
ity to pay.” 

The other piece of news making a comment on the 
Columbia proposal was the announcement of the in- 
troduction in Congress of a bill authorizing the con- 
struction of ten additional battle cruisers, at a total 
cost of $140,000,000 so that the United States may no 
longer continue to lag behind other nations in naval 
preparedness. It is unreasonable to expect America 
to be melted to the cancellation mood while overseas 
nations go forward with those great military and naval 
expenditures which have always been the great burden 
of Europe. 

And, just at this juncture, there comes to us from 
Germany a report, which gives a clarifying light on 
the capacity of debtor nations to pay. It is in the form 
of an article printed in this issue of the JouRNAL by 
Robert Crozier Long, an economic observer permanent- 
ly stationed in Berlin, in which he tells us that a Ger- 
man business boom is setting in, based not on currency 
fluctuations but on basically sound factors! 


During the seven months of the British coal strike 
150,000,000 working days were lost and the loss in 
wages is estimated to have been in the neighborhood 
of $300,000,000 ; the loss in production at $900,000,000. 
Besides all this there were losses due to the with- 
holding of orders and contracts and outside the coal 
industry there were great losses due to the lack of 
fuel and the general disturbance of trade and industry. 
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Germany’s Coming Trade Boom 


By ROBERT CROZIER LONG 


Germans Believe That It Will Develop in 1927 and That It Will 
Be a Boom of All-Round Convalescence. 


Its Sources Are 


German and Native. Based on Economy and Not Inflation. 
Wages Steadily Increasing and Production 


HE year 1927 will bring Germany 

her first trade boom since the war. 

This is the view held in Berlin in 

December, 1926, by bankers, manu- 
facturers, exporters, and labor men. It 
is the view expressed, on the basis of ex- 
haustive study of recent symptoms and sta- 
tistics, by the official Institute for Enquiry 
into Trade Conditions, which is attached 
to the Federal Statistical Bureau. The boom 
will not be the first that Germany has had 
in manufacturing since peace was concluded. 
A manufacturing boom prevailed almost 
continuously from 1919 to 1923 under the 
perverted stimulus of bad currency. But 
it was not accompanied by prosperity in 
other departments than manufacturing. It 
was accompanied by deterioration. The new 
boom will be without any unhealthy phenom- 
ena, and it will embrace not only production 
and export, but also wages, the capital mar- 
ket, and public finance. It will be a boom 
of all-round convalescence. 

The boom really started late last summer. 
In August the business depression which 
originated in the currency _ stabilization 
reached its worst. In some departments of 
business recovery began earlier. The Bourse 
boom, according to precedent, came first— 
in January. The first improvement in em- 
ployment began a few weeks later, in Febru- 
ary. Increasing output of fuel and raw 
materials was the next stage, but at first this 
seemed due to an accidental factor, the Brit- 
ish coal strike. Not until the second half 
of the year was there any marked improve- 
ment in manufacturing industries. Only 
then exports began to increase, and also— 
a sure sign of coming industrial recovery— 
the import figures of foreign raw materials 
began to go up. 


Based on Economy 


4 coming boom will differ from that of 
1919-23 not only by the fact that it will 
have an all-round character, but also by the 
fact that its sources are German and native. 
The inflation-boom was largely kept alive 
by foreign buying of unduly cheap German 
goods, which was accentuated by the deple- 
tion of commodities prevailing immediately 
after the war. The “buying-up of Germany,” 
as it was called, was even more injurious to 
German business than the much complained- 
of German “exchange dumping” was injur- 
ious to foreign manufacturers. The new 
boom, as the Trade Conditions Institute em- 
phasizes, is the product of “internal German 
forces.” It is due mainly to Germany’s high- 
er wages, bigger professional earnings, re- 
vived dividend payments, and more rapid 
reaccumulation of capital. It is therefore 


Over the Barriers 


Af* TER presenting in this 
article some statistical 
evidence that Germany is 
going to experience a trade 
boom in 1927, Robert 
Crozier Long says: 

“It proves that Germany 
can compete and it proves 
that increasing customs bar- 
riers can not keep out her 
goods. It also indicates that 
she is producing more than 
she consumes and thereby 
again confutes the vaticina- 
tions of those post-war 
pessimists who believed that 
the Versailles Treaty had 
left a’ Germany that could 
not support herself.” 
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likely to last; and the cessation of the Brit- 
ish coal strike, which was its accidental and 
temporary stimulus, will not weaken it. 

Finally, it is a boom based upon economy, 
not upon inflation. The most imposing fact 
of Germany’s recent development is that 
her workshop reorganization and “rational- 
ization” have led to a salutary drop in the 
production cost of manufactured goods and 
therefore of prices. This is good for home 
trade, for export, and for profits. It is also 
good for wages, as is proved by the fact 
that these have risen steadily while produc- 
tion cost has been falling, and this at a time 
of heavy unemployment which normally 
tends to keep wages down. 

The symptoms of the boom in industry, 
in foreign trade, and in the capital and 
money markets, have become increasingly 
visible, month by month. 

Since February Germany’s labor market 
has been rapidly improving. In the latter 
half of 1925 and the beginning of 1926 un- 
employment became worse and worse. Be- 
tween July 1925 and the following February 
the number of unemployed swelled from 
172,000 to 2,080,000. This was the most 
rapid aggravation in German experience; 
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Costs Falling. 


and at the second date mentioned the state 
of the German labor market was worse than 
that of Great Britain, although in general 
Great Britain’s has been the worst in 
Europe. But by November 1926 Germany’s 
unemployed roll had dwindled to 1,300,000, 
while the British was still 1,500,000. 

In reality the comparison is much more 
to Germany’s favor. She has 600,000 per- 
sons, all at working ages, who have been 
released from army and navy service. These 
produced nothing before the war, and they 
must be deducted from the effective non- 
producing roll today. An estimated 250,000 
men have been discharged gradually as re- 
sult of industrial “rationalization.” These 
discharges did not involve any correspond- 
ing decline in industrial production. If the 
two classes are left out of account, Ger- 
many’s unemployed appear to number under 
500,000. This figure is big enough. But on 
basis of population it is smaller than the 
number unemployed not only in England, 
but also in Austria, Poland and other Euro- 
pean countries. 


Output Per Man Increases 


6 production of Germany today with 
1,300,000 unemployed is much greater 
than it was in the inflation days, when the 
number of unemployed fell (in one month) 
to 18,000. A good instance is the coal min- 
ing industry. In 1922 the Ruhr mines em- 
ployed 562,000 men. They now employ 400,- 
900. But the total coal output of 1922 was 
only five-sixths of the present. Since 1924 
the coal output per man per shift has in- 
creased 17 per cent. It very considerably 
exceeds the pre-war average, this despite the 
fact that the working shift is half an hour 
shorter than then.. In October last Ger- 
many’s coal output exceeded the pre-war 
output in the present national area. In the 
first ten months of 1926 it very nearly 
reached the pre-war output, being 118,092,000 
tons, against 118,885,000 tons in the same 
months of 1913. 

Germany’s iron and steel production is 
rapidly growing, although the number of 
furnaces operated and the number of men 
employed have declined. Before March, 
1925, output was increasing, but after that 
it fell steadily off. At the end of the year 
the monthly output of pig iron fell to 
717,000 tons. In October last it recovered 
to 935,000 tons; and it then exceeded by 
3 per cent the output of 1913 in the same 
area. The steel output has developed in the 
same way. At the beginning of 1926 the 
Steel Syndicate was rationing production to 
65 per cent of full capacity. In the summer 

(Continued on page 541) 


The Life Insurance Options Versus 
Trust Service 


By M. ALBERT LINTON 


Vice-president, Provident Mutual Life Insurance Co., Philadelphia 


Whenever There Is a Possibility of Need for Emergency Use of 
Principal Growing Out of Insurance Policy, Trust Service Will 
Be Found Better Than Arrangements Insurance Companies 
The Service Fiduciary Institutions Can Render. 


Can Make. 


THINK it is safe to say that the 

day has passed when the greatest pro- 

tection through life insurance is likely 

to be rendered if the settlement is made 
in a lump sum. New life insurance es- 
tates are being created at the rate of over 
sixteen billion dollars each year. The total 
amount of insurance outstanding at the end 
of this year was about eighty billion dollars. 
In considering the ways and means of in- 
suring that these sums shall actually furnish 
the protection they are destined to furnish, 
both the life insurance companies and the 
trust companies and banks doing a trust 
business are involved. 

During recent years, there has been a 
striking development of the plan of having 
life insurance proceeds provide a definite 
income for the family. This has grown out 
of the realization that a money payment is 
not the real object of life insurance—its 
purpose is to secure a man’s dependents 
against the loss of comforts on his death. 
Therefore the life underwriters face the 
problem of determining whether to suggest 
the options that are in their life insurance 
policies, or whether to suggest some other 
form of settlement, such as the trust service. 


Some Optional Plans 


LMOST without exception, the life in- 

surance companies have in their policies 
what may be described as the “proceeds at 
interest option.”” That is, if a man has a 
$10,000 policy, the $10,000 may be left with 
the life insurance company, to be mingled 
with the company’s general funds, thus en- 
abling the company to guarantee both the 
principal and a minimum amount of interest, 
either 3 or 3.5 per cent. The company pays 
excess interest over and above that, depend- 
ing on what it earns. 

Many of the life insurance companies are 
prepared to hold the proceeds through two 
generations, say through the life of the 
widow and children. At the death of the 
widow the fund will be divided into as many 
parts as there are children then living and 
the respective parts may be held for the 
lifetime of each child and then paid to its 
estate. Many of the companies give the 
privilege of withdrawal of all or a portion 
of the principal. They will permit of a 
limitation, allowing the widow to withdraw 
so much each year, up to a certain amount. 
They also permit the granting of the with- 
drawal privilege to a child when the child 


attains say twenty-five or thirty years of 
age. The interest may be paid in monthly 
installments. It is this option that may be 
compared most directly with the trust com- 
pany service. 

Taking into account the security, the in- 
terest rate being paid by the life insurance 
companies under the interest option is not 
low. The arithmetical average of their rates 
of interest is 4.87 per cent. Life insurance 
figures are extremely helpful to the life in- 
surance business because they are definite. 
The most definite trust company figure | 
have seen is in the 1924 report of the com- 
mittee of the American Bankers Associa- 
tion, appointed to investigate the subject. 
They found that the then average net yield 
to the beneficiaries on investments selected 
by bank trustees was approximately 5% per 
cent. 

Personally, I believe that the rate of in- 
terest from the funds in the hands of trust 
institutions is likely to be greater than that 
under the life insurance option. When the 
funds are segregated—as they are in the 
trust company—there is always the possibility 
of a substantial increase in the value of 
some securities which would tend to offset 
any decline in others. There is the possi- 
bility of gain, which is not had when funds 
are averaged over a large base, as they are 
in the life insurance company. 


The Installment Options 


HE second type of life insurance option 

provides installments for a limited period. 
It appears in two different forms. The in- 
stallment will be either a round sum such as 
$100 monthly for as long a time as the prin- 
cipal and interest will last; or else the in- 
stallment will be paid for a definite period, 
say twenty years. The excess interest makes 
the periodical payments vary in amount when 
the period is fixed at the outset. The limited 
installments are useful, primarily, in provid- 
ing a limited increased income, say during 
the educational period of a child; for ex- 
ample until the child is eighteen or twenty- 
two years of age. 

There is a third type of option, installments 
for life, where the beneficiary receives in- 
come for life with perhaps ten or twenty 
years’ payments guaranteed. If she should 
die soon after the income started it would 
continue and take care of the children until 
their majority. The annuity principle is the 
life insurance company’s unique contribution 
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to the protection of the family. The annuity 
principle provides an income which the bene- 
ficiary cannot outlive. It is valuable in meet- 
ing certain contingencies. 

For the same premium, an income life in- 
surance policy will provide about 40 per cent 
more each year than if the premium were 
paid for a lump sum policy of which the 
proceeds were kept intact and invested to 
yield 5 per cent net. Now that 40 per cent 
increase may mean a great deal to the 
widow. Personally, I am much more inter- 
ested in providing adequate income for 
widows and minor children than I am in 
conserving principal to be spent by adults. 

We hear a great deal about planning insur- 
ance programs. In planning such a program 
there should always be a certain amount 
of lump sum insurance to take care of 
the current needs when death occurs. There 
are always unpaid bills and frequently a 
mortgage. The lump sum insurance may be 
paid either to the wife or to the estate or 
to a trust company. Next, I am in favor of 
a certain amount of income to be paid by the 
life insurance company during the lifetime 
of the wife. The life insurance company’s 
guarantee of the income appeals to me as 
very valuable. Therefore what I shall dis- 
cuss is the handling of the insurance which 
remains after these two provisions have been 
made. 

It would be well to consider a few of the 
limitations of the insurance company’s ser- 
vice in handling the options. As lawyers 
point out, a life insurance company in ad- 
ministering a settlement option is carrying 
out the terms of a contract and is not acting 
in the capacity of a trustee. There is a 
difference between these two functions. A 
trustee has the protection of courts of 
equity. The life insurance company does 
not have the same protection. 

When difficulties of interpretation arise, 
the trustee can go to the court and say, 
“Here are two claimants for the money, 
what shall we do? If the court issues an 
order to do thus and so, the trustee is pro- 
tected. The life insurance company is not in 
that happy position. If under its contract it 
pays to the wrong person, there is still the 
possibility that under some other jurisdiction 
the other person can also collect. Even if 
that extremity should not be reached, there 
is always the possibility of expensive litiga- 
tion that must be paid for by the company 


(Continued on page 546) 
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As Cartoonists View Passing Events . 


Woes in Common.—Thiele, in the Never Better—Fox, in the Rochester Another Shot Heard ’Round the 
New Orleans Item Democrat and Chronicle W tities in the Little Rock 
azette 


Awakening —Dorman H. Getting All the Attention—Fox, in He Can’t Say He Never Got That 
Smith, in the Phoenix Republican the Rochester Democrat and Chronicle Letter—Darling, in the New York 
Herald Tribune 


Here We Are Again!—Sykes, in the Neck and Neck.—Cargill, in the Port- Our Rich Uncle and His Poverty- 
New York Evening Post land Express and Advertiser Stricken Son—Orr, in the Chicago 
Tribune 
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The Milreis’ Reversed Romance 


By GEORGE E. ANDERSON 


The Low Money Party Gets in Control in Brazil and the New 


Policies Send the Milreis Down in Exchange Rates. 


Currency 


of Brazil Is Example Par Excellence. of a Monetary Circulation 
Based Upon Nothing But National Credit. “H.C.L.” Is Felt. 


N Nov. 15, 1926, Dr. Washington 
Luis, until recently president of 
the great coffee state of Sao 
Paulo, Brazil, took oath of office 
as president of the United States of Brazil. 
On that day was inaugurated a new policy 
with respect to the monetary circulation of 
our great neighbor to the south, though just 
what that policy is to be remains to be 
seen. 

In the week immediately previous to the 
inauguration of the new president, the Bra- 
zilian milreis, the unit of money in Brazil, 
dropped in international exchange value 
nearly 6 per cent, having lost about 18 per 
cent of its value during the year up to 
Nov. 13. Yet the most notable feature of 
this latest development in the history of 
the milreis was in the fact that its loss in 
value was largely psychological rather than 
purely financial, illustrating the dominant 
part national credit plays in operations with 
an inconvertible paper currency as differen- 
tiated from the free play of economic and 
financial forces. 


A Change of Policy 


ie has been the policy of the government 
of Brazil in the administration of Presi- 
dent Bernardez, which has just closed, to 
advance the milreis in value, and the policy 
has involved the retirement of large amounts 
of currency and the contraction of the cir- 
culating medium in other respects. Under 
this policy the milreis advanced from a 
value of about ten cents in 1923 to a value 
of nearly sixteen cents at the beginning of 
the current year. The general tendency to 
appreciation, all things considered, was con- 
tinued well into 1926. The election of Dr. 
Luis in May changed the aspect of things, 
for it became known that the new president 
was not favorable to a high value of the 
milreis, at least at present, and although the 
policy of currency contraction was con- 
tinued, and in fact will be continued until 
the close of the current year at least, the 
milreis has more or less steadily fallen in 
value since the election. It would be in- 
accurate to say that there have been no 
contributing causes for this depreciation, but 
the fact remains that the depreciation has 
come in spite of a continuance of the con- 
ditions which made appreciation possible. 
The currency of Brazil is the example 
par excellence of a monetary circulation 
based upon nothing but national credit. The 
currency is inconvertible. There is no gold 
in circulation and little or no silver, and the 
real currency—consisting, save for a few 
token coins, of bank or government notes— 
has little direct relation to either metal. A 
Brazilian milreis note, or a thousand milreis 


Monroe Palace at Rio di Janeiro, 
which serves as a permanent exhibit 
place for American products 


note, is the promise of the government to 
pay a milreis or a thousand milreis to bearer, 
but when, where, how or what a milreis 
consists of are not mentioned. There has 
been an exceptional sort of money in the 
so-called “conversion” or convertible notes 
and in certain new bank notes hereafter to 
be described, but the great mass of the coun- 
try’s money rests upon the fiat principle. 

So long as the volume of money issued 
is proportionate to the requirements of 
trade, so long as imports and exports and 
their invisible supplements are so balanced 
that the government can control the move- 
ment of international exchange within rea- 
sonable limits by dipping into a foreign gold 
fund now and then, and so long as the gov- 
ernment’s expenditures are not so far out 
of proportion to its income as to threaten 
national bankruptcy, the international ex- 
change value of this currency remains fair- 
ly stable at a level established by the latest 
financial crisis in the country. But such 
international value is the prey of any varia- 
tion in any of the factors mentioned—and 
some others. 


The Story of a Terrible 
Example 


HERE is something like romance in the 

history of Brazil’s currency, though it 
is a reversed romance with a terrible exam- 
ple theme. Something over 125 years ago 
there was in Spain and Portugal a coin 
known as a real (real de plata), a “royal,” 
which was the standard unit of value for 
small transactions in both countries. Its 
value varied somewhat from time to time, 
and as between the two countries even 
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when the latter were more or less closely 
related politically, but it was a silver coin 
and usually was worth something like ten 
to twelve American cents. The Napoleonic 
wars disturbed its value considerably, but 
when Dom Joao of Portugal, of which Bra- 
zil was then a colony, was ousted by Napo- 
leon he moved his court to Brazil and estab- 
lished that country as an integral, in fact 
the principal portion of his kingdom. It was 
later made an empire, and the line of Kings 
of Portugal became a line of Emperors of 
Brazil. 


The real was carried to Brazil as the unit 
of currency, and its value originally was 
approximately that of the real in Portugal. 
Various causes, too numerous to mention 
and covering too much time to be outlined 
in an article of the present limits, but usu- 
ally associated with impaired public credit 
and bad financing, gradually reduced the 
value of the real until the national unit of 
value became first a hundred and later a 
thousand reales or reis, as the Portuguese 
plural form—in short, a milreis. 

They simply added three zeros to the 
written form of the old term to indicate 
its new value, much as the Russians and 
Germans did with their depreciating cur- 
rency in the post-war period. In the course 
of the first half century of the Brazilian 
empire the currency was stabilized several 
times at various levels, but on the whole 
the currency was fairly stable. 

The great Paraguayan war in the late 
sixties upset Brazilian finance, but the value 
of the currency was fairly maintained un- 
til the fall of the empire and the establish- 
ment of the republic in 1889. Par for many 
years had been fixed at twenty-seven British 
pence. Between the inauguration of the 
republic in 1889 and the end of the first 
ten-year period in 1898, the milreis fell from 
2734 pence—being above par—to 554 pence 
in value. Deficits in the national budget 
were largely responsible and continued at 
an increasing rate, and the currency had, 
in fact, entered upon its career as incon- 
vertible fiat money. The aggregate deficits 
in the national budgets in the eleven years 
from 1891 to 1904 amounted to 692,000,000 
milreis, or 43,250,000 pounds sterling at par. 
The public debt in 1888, the year before 
the republic was established, amounted to 
74,000,000 pounds sterling with the milreis 
at par. An increase of 60 per cent in the 
public debt in thirteen years was rather 
rapid. Internal political troubles accounted 
for much of it, but bad financing was re- 
sponsible for more. 

Nevertheless, as a result of its strong 
position in the export of coffee and 
rubber in those years, the milreis had 


! 
® 
| 
: 
= 


AMERICAN BANKERS ASSOCIATION JOURNAL 


January, 1927 


Two magnificent structures are shown in this view of Sao Paulo, the coffee exporting capital of the world. The municipal theater 
is in the center, with the New Esplanade Hotel on the right 


been forced back to an average value of 
about seventeen pence, or thirty-four cents, 
in 1905, but there was constant, violent and 
costly fluctuation due partly to the exi- 
gencies of trade, but more largely to official 
manipulation. 

In April, 1906, the writer landed in Per- 
nambuco, Brazil, and found the milreis 
worth something over seventeen pence. The 
next day, at Bahia, it had fallen to about 
fifteen pence, while two days later, on ar- 
rival at Rio de Janeiro, it had returned to 
about seventeen pence. Commerce and in- 
dustry could not long endure loss and re- 
gain of from 10 per cent to 20 per 
cent in the foreign exchange value of the 
whole of a country’s currency in two or 
three days, and in 1906, when exchange was 
varying in value from fifteen pence to seven- 
teen pence for the milreis, the government 
established what was known as the Caixa 
de Conversao, or exchange office. 

In this office the government accepted 
deposits of gold or gold exchange for which 
it issued a new variety of paper currency, 
known as “conversion” or convertible notes, 
at the rate of fifteen pence per milreis, thus 
practically pegging exchange at that rate. 
In 1910 the rate was raised to sixteen pence 
to the milreis, and the bureau, operating at 
this rate, was successfully maintained until 
the outbreak of the World War. The gov- 
ernment maintained a gold balance with the 
Rothschild’s in London for the partial regu- 
lation of exchange before the Caixa de 
Conversao was established. The balance 
was continued and augmented under the con- 
version plan. 

The conversion notes as issued repre- 
sented gold or gold exchange, and the gov- 
ernment commenced to build up a gold re- 
serve both by impounding all gold produced 
in Brazil by buying it at a higher rate than 


it would bring in other markets, the issue 
of the conversion notes affording the neces- 
sary margin, and also by assigning a certain 
portion of the national revenues to the pur- 
pose. Under this plan the finances of the 
country commenced to improve, and the 
tendency of the value of the milreis was 
upward. However, when the World War 
broke out, the gold balances abroad were 
not so freely subject to the play of inter- 
national exchange, the Caixa de Conversdo 
was practically forced out of business for 
the time being and exchange collapsed. The 
entire money system of the country was 
thrown out of balance and large issues of 
treasury notes followed. 

Because of high war prices and a more 
or less fictitious prosperity, exchange was 
kept at a fairly high level until 1920, when 
the general world depression in trade ended 
any upward tendency, and in 1921, 1922 and 
1923 new low exchange levels prevailed, the 
situation being aggravated by adverse trade 
balances and increased issues of treasury 
notes. In 1923 the average value of the 
milreis was a shade over ten American 
cents. 


Rise of a Low Exchange Party 


IX the meanwhile, the difficulty of securing 
foreign goods during the war, the preva- 
lence of high prices and the temporary ad- 
vantage of a depreciated currency in do- 
mestic production led to a rapid expansion— 
an over-expansion, in fact—of industries, 
particularly the textile industry and cotton 


and sugar production. Large paper profits 
were made and a strong party in favor of 
a low exchange value of the milreis was 
developed. The administration which came 
into power in 1922 was a “sound money” 
administration, however, and the govern- 


ment made valiant efforts to restore the 
value of the national currency. It com- 
menced to retire and destroy considerable 
quantities of the paper money and to so 
restrict credit operations that money was 
in smaller volume than was required for 
the commerce of the country. The tightened 
money market, the announced policy of the 
government and the return of exported capi- 
tal all combined to raise exchange, though 
there was a reaction in the first part of 1925 
as a result of depression in foreign trade 
and in local industries affected by the rise 
in exchange. The Bank of Brazil in mid- 
year stopped rediscounting bills for four 
months, and this led to further tightening 
of the money market, which, with supple- 
mentary causes, resulted in higher values 
for the milreis than in years immediately 
previous. 

However, a conflict between two policies 
developed, and this conflict reached an acute 
stage early the present year. It represents 
the dilemma of the government in the en- 
tire matter, namely, whether the “sound 
money” advocates, represented by the Ber- 
nardez administration, or the low exchange 
party, representing the desires of the in- 
dustrial and producing interests, should pre- 
vail. The “sound money” policy of the 
Bernardez administration was promptly in- 
augurated with the inauguration of the ad- 
ministration in 1922. 

The inflation of the currency and general 
low exchange values naturally had increased 
prices, which resulted in great prosperity 
for production for export and local con- 
sumption, though it increased the cost of 
imported articles in much greater proportion. 
The cost of living so increased as to cause 
popular discontent and even disorder. Al- 
though a considerable portion of the public 

(Continued on page 537) 
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Recommendations 
QY 


The recommendation of asecurity for bank invest- 
ment implies, among other qualifications, a wide 
knowledge on the part of the investment house of 
the specific requirements of banks. 


For over33 years, we have been serving an increas- 
ingly large number of banks throughout the 
country in an investment advisory capacity. The 
facilities developed by these associations are un- 
usually broadand complete. Theyincludenot only 
the offering of securities from the major classes of 
conservative investments, but also the rendering 
of professional services in the form of financial 
counsel, analyses, credit reports and data of perti- 
nent value to bankers in conducting their affairs. 


We welcome the opportunity of making these 
facilities available to you. 


A.G. Becker & Co. 


137 South La Salle Street, Chicago 


NEW YORK ST. LOUIS MILWAUKEE MINNEAPOLIS 
SAN FRANCISCO SEATTLE PORTLAND SPOKANE 
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Conditions in Each State Under 
the McFadden Bill 


Without the Much-Debated Hull Amendments. A Clarifying 
Analysis of the Situations Which Would Be Created in the 
Various States After the Passage Revealed in Communication 
from G. E. Bowerman, the President of the State Bank Division. 


UST how the branch banking pro- 

visions of the McFadden bill—with- 

out the Hull amendments—will apply 

to each state in the Union is set forth 
in communications issued by G. E. Bower- 
man, president of the State Bank Division 
of the American Bankers Association in 
which he urges members to enlist the sup- 
port of their representatives in Congress 
for the early enactment of the McFadden 
bill into law. 

The analysis shows some interesting sit- 
uations and will be clarifying in many in- 
stances where bankers have -been led to 
believe that the passage of the bill without 
the Hull amendments would set up condi- 
tions adverse to them. 

“Much misinformation still appears to 
exist among our members concerning our 
attitude on branch banking and the probable 
effect of the passage of the McFadden Bill 
in the form in which it passed the House 
of Representatives, but with the Hull amend- 
ments eliminated,” Mr. Bowerman says. 


In Conformity 


66 HE State Bank Division has _ re- 

peatedly gone on _ record against 
branch banking and on that subject our 
members seem fairly unanimous. On the 
other hand, the discussions at the Los An- 
geles convention showed a substantial dif- 
ference of opinion as to how the passage 
of the McFadden Bill, with or without the 
Hull amendments, would affect branch bank- 
ing. After thorough discussion, in which 
all Divisions participated, the American 
Bankers Association, in general convention, 
voted to support the McFadden Bill with- 
out the Hull amendments. Thus, the policy 
of all Divisions was established. 

“Having listened to all the arguments at 
the debate and having made a careful study 
as to how the McFadden Bill without the 
Hull amendments would affect branch bank- 
ing in each state, we are convinced that 
the action taken by the convention in Los 
Angeles is in conformity with the declared 
principles of our Division on branch banking. 

“The McFadden Bill seeks primarily to 
equalize the rights and opportunities of 
state and national bank members of the 
Federal Reserve System. This is neces- 
sary to the continuance of the national 
banking system, which, because of its com- 
pulsory membership, is the bulwark of the 
Federal Reserve System. > 

“Now as to branch banking: the Mc- 
Fadden Bill without the Hull amendments 
forever prohibits the creation of branches 
outside the limits of the home city of all 


member banks of the Federal Reserve Sys- 
tem, whether or not branches are permitted 
by state law.” 

The communication as addressed to bank- 
ers in North Dakota continues as follows: 

“In your state, North Dakota, for in- 
stance, where branch banking is not sanc- 
tioned by law, the McFadden Bill without 
the Hull amendments leaves conditions un- 
disturbed, as they are now. Should, how- 
ever, your state legislature change your 
laws and make branch banking legal for 
your state banks, the member banks of the 
Federal Reserve System, whether state or 
national, would, in the matter of branches, 
be absolutely restricted to the cities which, 
according to the last decennial census, had 
a population of 25,000 or more. However, 
since North Dakota has no cities above 
25,000 population, there could be no branches 
of banks in the Federal Reserve System.” 


Interests of Independent Banker 


S sent to all states, the letter con- 
cludes : 

“This Division will continue to defend 
vigilantly the interests of the independent 
banker and will, as in the past, oppose every 
effort to extend branch banking in your 
state or in any other section of the country. 
State bankers, no less than national bank- 
ers, recognize the necessity of preserving 
the Federal Reserve System. State bank- 
ers neither need nor expect legislation 
of special advantage to them over their 
national bank neighbors. 

“Inasmuch as the McFadden Bill with- 
out the Hull amendments would help pre- 
serve the integrity of the Federal Reserve 
System by equalizing the opportunity be- 
tween the national and state banks and at 
the same time by putting definite limitation 
to the expansion of branch banking, would 
in no wise conflict with our oft-expressed 
opposition to branch banking, I feel we 
should all support the action of the Ameri- 
can Bankers Association at the Los Angeles 
convention. 

“I am, therefore, in conformity with a 
resolution unanimously adopted by the exec- 
utive committee of our division at its Chi- 
cago meeting, December 16-17, at which 
every member was present, writing you as 
a member of our division to get in touch 
immediately with your Congressman, ex- 
plain to him the situation in your state and 
ask him to support the McFadden bill with- 
out the Hull amendments.” 


Hi ore results of the bill in the eight other 
states where branch banking is not sanc- 
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tioned by law, are indicated specifically in 
the communications to the members of the 
State Bank Division in those jurisdictions, 
as follows: 


Kansas: The bill leaves conditions as 
they are. Should the state legislature make 
branch banking legal for state banks there, 
members of the Federal Reserve, state or 
national, would, in the matter of branches, 
be absolutely restricted to three cities; that 
is, there being no cities in Kansas of 25,000 
to 50,000 population, there could be only two 
branches each in the two cities, Topeka and 
Wichita, of 50,000 to 100,000; in Kansas 
City, the one city with over 100,000, the num- 
ber of branches would be limited to such as 
obtained the approval of the Comptroller of 
the Currency; and in the remaining 524 in- 
corporated places, with population under 
25,000, there could be no branches of banks 
in the Federal Reserve System. In other 
words, the bill restricts specifically limited 
branch banking in Kansas to two cities out- 
side of Kansas City and in Kansas City the 
number of branches is subject to the ap- 
proval of the Comptroller. “It is unlikely, 
therefore,” the Kansas communication adds, 
“that enough influence could be exerted by 
the bankers in these three cities to change 
the present law in the state in regard to 
branch banking.” 

Montana: The Federal Reserve member 
banks would be restricted to only one branch 
each in the one city, Butte, of 25,000 to 50,- 
000 population; there are no cities above 
50,000 and in the remaining 107 places with 
population under 25,000 there could be no 
branches of banks in the Federal Reserve 
System. 

New Hampshire: No cities of 25,000 to 
50,000 population; restriction would be only 
two branches each for members in the one 
city, Manchester, of 50,000 to 100,000; in 
the remaining twenty-eight incorporated 
places under 25,000, there could be no 
branches of banks in the Federal Reserve 
System. 

South Dakota: Members restricted to 
only one branch each in the one city, Sioux 
Falls, of 25,000 to 50,000 population; no 
cities over 50,000; 275 places under 25,000 
where there could be no branches of banks 
in the Federal Reserve System. 

Iowa: Member banks restricted in 
branches to seven cities; that is, to only one 
branch each in Cedar Rapids, Council 
Bluffs, Dubuque and Waterloo of 25,000 to 
50,000; only two branches each in Daven- 
port and Sioux City, of 50,000 to 100,000; in 
Des Moines, the only city over 100,000, 
number limited to such branches as ob- 
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Pasteur, Lister and Koch 


Smith, Brown and Jones 


HENEVER the talk turns to medicine and its vic- 
tories, and to man’s conquest of the things that were 
incurable—then you hear certain names threading 
through the conversation like the ever-recurring theme in a 
symphony—‘“Pasteur ....” and “Lister ....” and“Koch....” 


Heroic figures, these. Yet there are other figures—every- 
day figures—the Smiths and the Browns and the Joneses of 
your city and my city—that have been great forces in bring- 
ing the things of Pasteur and Lister and Koch to your door 
and mine. 


Pasteur freed mankind from the hopelessness of rabies. But 
Smith perhaps freed your community from it by financing 
a hospital where Pasteur’s discoveries are applied. Lister 
discovered the antiseptic principle. But Brown, working on 
some hospital board, helped bring Lister’s principles to bear 
on your case or mine. 


Without the Smiths and the Browns and the Joneses, the 
things that Pasteur and Lister and Koch gave to the world 
would be, to us, but vague, far-off things. Great things, 


Rese WRITE TO certainly—but not things for us. 
George Ketchum 
about your institu- 
tion’s problems. No 
obligation is involved 


We have known many of these Smiths and Browns and 
Joneses. We have worked with them in hospital campaigns 
in many cities. And so, when we hear that refrain 
“Pasteur ....” and Lister... .” and “Koch ....” it always 
makes us want to add “and Smith, and Brown and Jones.” 
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tained approval of the Comptroller; in 912 
places under 25,000 there could be no 
branches of banks in the Federal Reserve 
System. 

Nebraska: Member banks restricted in 
branches to two cities; that is, there being 
no cities of 25,000 to 50,000, to only two 
branches each in the one city, Lincoln, of 
50,000 to 100,000; in Omaha, the only city 
over 100,000, number limited to such 
branches as obtained approval of the Comp- 
troller; 515 places under 25,000 where there 
could be no branches of banks in the Fed- 
eral Reserve System. 

Oklahoma: Member banks restricted in 
branches to three cities; that is, to only one 
branch each in the one city, Muskogee, of 


25,000 to 50,000; only two branches each in | 


the two cities, Oklahoma City and Tulsa, of 
50,000 to 100,000; no cities in Oklahoma 
over 100,000; 473 incorporated places under 
25,000 where there could be no branches of 
banks in the Federal Reserve System. 
West Virginia: The right to establish 
branches is not specifically provided by 
statute, and the banking commissioner does 
not sanction the practice; bill would leave 
conditions as they are; should legislature 
make branch banking legal for state banks, 
Federal Reserve member banks would still 
be restricted in branches to four cities; that 
is, to only one branch each in two cities, 
Charleston and Clarksburg, of 25,000 to 50,- 
000 population; only two branches each in 
two cities, Huntington and Wheeling, of 
50,000 to 100,000; no cities in West Virginia 
over 100,000; 201 incorporated: places under 
25,000 where there could be no branches of 
banks in the Federal Reserve System. 


In States Where Branches Are 
Prohibited 


HE communications to bankers in those 

states which prohibit branch banking 
point out the application there of the Mc- 
Fadden bill without the Hull amendments, 
as follows: 

Idaho, New Mexico, Nevada and Wyo- 
ming: Similar conditions prevail in these 
four states; branch banking is prohibited 
by law; the bill leaves conditions as they 
are; should state legislature make branch 
banking legal for state banks, member banks 
of the Federal Reserve, state or national 
would, in branches, be restricted to cities 
which had population of 25,000 or more, but 
since no cities in these states had 25,000 
population, there could be no branches of 
banks in the Federal Reserve System in 
them. 

Alabama:° Member banks restricted in 
branches to three cities; that is, to only one 
branch each in the one city, Montgomery, of 
25,000 to 50,000 population; only two 
branches each in the one city, Mobile, of 
50,000 to 100,000; in Birmingham, the one 
city with over 100,000, number limited to 
such branches as obtained the approval of 
Comptroller; 291 places under 25,000 where 
there could be no branches of banks in the 
Federal Reserve System. 

Arkansas: Restriction to two cities; that 
is, only one branch each in Fort Smith; two 
branches each in Little Rock; no cities of 
over 100,000 population; 343 places under 
25,000 where there could be no branches 
for members. 


Colorado: Branches restricted to three 
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cities; only one branch each in Colorado 
Springs and Pueblo; no cities between 50,- 
000 to 100,000; in Denver, with over 100,000 
population, such branches as the Comptrol- 
ler approved; 227 places where there could 
be no branches for member banks. 

Connecticut: Branches restricted to ten 
cities; one branch each in Meriden, New 
London, Norwalk, Norwich and Stamford; 
two branches each in New Britain and 
Waterbury; in Bridgeport,’ Hartford and 
New Haven, number limited to branches 
approved by the Comptroller; forty-nine 
places, no branches for member banks. 

Florida: Branches for members re- 
stricted to three cities; one branch each in 
Miami and Pensacola; two branches each in 
Tampa; no cities in Florida over 100,000 
population; 199 places under 25,000 where 
there could be no branches of member 
banks. 

Illinois: Member bank branches _re- 
stricted to seventeen cities; that, is to one 
branch each in Aurora, Bloomington, Cicero, 
Danville, Decatur, Elgin, Evanston, Joliet, 
Moline, Oak Park, Quincy and Rock Island; 
two branches each in East St. Louis, Peoria, 
Rockford and Springfield; in Chicago num- 
ber limited to branches approved by Comp- 
troller; 1105 places with population under 
25,000 where there could be no branches for 
member banks. 

Indiana: Member bank branches _re- 
stricted to twelve cities; one branch each in 
Anderson, East Chicago, Hammond, Ko- 
komo, Muncie and Richmond; two branches 
each in Evansville, Fort Wayne, Gary, 
South Bend and Terre Haute; in Indian- 
apolis number limited to branches approved 
by Comptroller; 490 places where there 
could be no branches of member banks. 

Minnesota: Member bank branches re- 
stricted to three cities; no cities in Minne- 
sota of 25,000 to 50,000 population; two 
branches permitted each member in Duluth; 
in Minneapolis and St. Paul, with over 100,- 
000 population, number limited to branches 
approved by Comptroller; 695 places no 
branches for members. 

Missouri: Member bank branches re- 
stricted to five cities; one branch each in 
Joplin and Springfield; two branches each 
in St. Joseph; in Kansas City and St. Louis, 
number limited to branches approved by 
Comptroller; 705 places no branches of 
member banks. 

Oregon: Member bank branches re- 
stricted to one city; no cities between 25,000 
and 100,000 in Oregon; in Portland with 
over 100,000 number limited to branches ap- 
proved by Comptroller; 197 places no 
branches of member banks. 

Texas: Member bank branches restricted 
to nine cities; one branch each in Austin, 
Beaumont, Galveston, Waco and Wichita 
Falls; no cities in Texas with population 
50,000 to 100,000; in Dallas, Fort Worth, 
Houston and San Antonio with over 100,000, 
number limited to branches approved by 
Comptroller; 455 places no branches for 
members. 

Utah: Member bank branches restricted 
to two cities; one branch each in Ogden; 
no cities in Utah of 50,000 to 100,000; in 
Salt Lake City, with over 100,000, num- 
ber limited to branches approved by Comp- 
troller; 135 places no branches of member 
banks. 

Washington: Member bank branches re- 
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stricted to five cities; only one branch each 
in Bellingham and Everett; only two 
branches each in Tacoma; in Seattle and 
Spokane, number limited to branches ap- 
proved by Comptroller; 210 places, no 
branches for member banks. 

Wisconsin: Member bank branches re- 
stricted to eight cities; only one branch each 
in Green Bay, Kenosha, Madison, Oshkosh, 
Sheboygan and Superior; only two branches 
each in Racine; in Milwaukee, number l|im- 
ited to branches approved by Comptroller; 
450 places no branches for member banks. 


Where Branch Banking is 
Permitted 


HE communications to bankers in those 

states where branch banking is permit- 
ted by law, point out the particular applica- 
tions there of the McFadden bill without 
the Hull Amendments, as follows: 

Arizona: Branch banking permitted by 
state law; under McFadden bill without 
Hull amendments, Federal Reserve members 
would in future have to confine the exten- 
sion of branches to the corporate limits of 
the one city which, according to the last 
decennial census, had a population of 25,000 
Or more, that is, to one branch each in 
Phoenix, where the population is between 
25,000 and 50,000; no cities in Arizona over 
50,000; there are 55 incorporated places un- 
der 25,000 where there could be no branches 
of banks in the Federal Reserve System. 

California: Member banks would have to 
confine extension of branches to eleven 
cities, of 25,000 or more, as follows: one 
branch each in Alameda, Fresno, Pasadena 
and Stockton; two branches each in Berke- 
ley, Long Beach, Sacramento and San Diego; 
in Los Angeles, Oakland and San Fran- 
cisco, number limited to branches approved 
by Comptroller ; 242 incorporated places un- 
der 25,000 where there could be no branches 
for member banks. 

Delaware: Member banks to confine ex- 
tension of branches to one city; no cities 
in Delaware with population 25,000 to 100,- 
000; in Wilmington, with over 100,000, num- 
ber limited to branches approved by Comp- 
troller; 50 places, no branches of member 
banks. 

Georgia: Member banks to confine exten- 
sion of branches to five cities, as follows: 
one branch each in Columbus; two branches 
each in Augusta,- Macon and Savannah; in 
Atlanta, number limited to branches ap- 
proved by Comptroller; 576 places, no 
branches of member banks. 

Kentucky: Branch agencies, but not 
branches, permitted by judicial decision; 
McFadden bill without Hull amendments 
would, by its own operation, irrespective of 
present or future state legislation, confine 
member banks in the extension of branches 
to corporate limits of three cities which had 
population of 25,000 or more, as follows: 
one branch each in Newport, between 25,- 
000 and 50,000; two branches each in 
Covington, between 50,000 and 100,000; in 
Louisville, over 100,000, number limited to 
branches approved by Comptroller; 393 in- 
corporated places under 25,000, where there 
could be no branches for member banks. 

Louisiana: Member banks to confine ex- 
tension branches to two. cities, as follows: 
one branch each in Shreveport; no cities 

(Continued on page 550) 
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The most acceptable Personal Service a Bank can render 
to its Depositors, is that which assists, 
protects and guides them on their travels. 


Is this one of your Depositors? 


— If so, she will thank your Bank for an unexpected 
Personal Service on her travels abroad. 


Depositors’ good-will is the first interest of all progressive banks. In securing 
it, in developing it, American banks today practice the fine art of Personal 
Service. 


A notable branch of this Service, one widely accepted and fully appreciated, is 
the personal care and protection banks now extend to their Depositors, on 
their travels abroad, through the Hand of a Great Service. 


At the important ports of the world, at the railway stations of foreign cities, 
wherever and whenever assistance is needed — your Depositors will always find 
this “ Helpful Hand” of the American Express Company. 


Their travel money is made safe against loss or theft—and the Hand of a 
Great Service is assured them, to the full extent, when you sell them 
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The Danger Signals In Investments 


By DAVIS BIGGS 


Trust Officer, National Bank of Commerce, St. Louis, Mo. 


While No Investment Is Absolutely Safe, the Risk Can Be 
Reduced by Caution and Discrimination. Record Breaking 
Volume of New Issues. Land Trust Certificates Offer Good Out- 
let for Trust Funds. Most Important Tests for Municipal Bonds. 


E are living in an age charac- 

terized by phenomenal activity. 

There is a rush and zip about 

our everyday existence. This 
speed is reflected in all lines of business. 
Corporations are expanding to perform new 
services and must call on the public for 
millions of dollars in additional capital; 
farms are undergoing improvements; build- 
ings are going up or being remodeled every- 
where; railroads are adding new equipment 
and constructing new roadbeds; municipal 
and community improvements have multi- 
plied, and industry is undergoing a revolu- 
tion. Churches and colleges are building 
on borrowed money as they never did in 
their history. 

The question is whether we have not now 
reached a point where we should slow up 
and be a little more cautious. Will the 
increased demands for capital continue? 
Statistics show us that municipal bond sales 
reached $1,400,000,000 in 1925, just ten times 
the amount in 1901. New issues of capital 
securities are still coming out at the rate 
of $600,000,000 to $700,000,000 a month. It 
is estimated that during the present year 
1926 real estate mortgages will be under- 
written to the extent of $900,000,000. 
a matter of sound judgment to believe this 
heavy increase cannot continue, because 
eventually there must be a decline in the 
forms of business mainly concerned with 
the satisfactions of such wants as building, 
transportation improvements and _ govern- 
mental activities. 

We must begin to look for the danger 
signals. While they may not stand out as 
prominently as the red lantern on the end 
of a train, they are here nevertheless. The 
existence of so many securities calls for the 
most cautious investments by trust depart- 
ments and all investors. 


Reasonably Safe Investments 


ECURITIES inevitably possess some 
risk. There are no absolutely safe in- 
vestments, but there are reasonably safe 
investments. One of the blights on present- 
day investment selling is the misconception 
caused by the use of the word “guaranteed.” 
One may reduce risk by patronizing a com- 
petent, careful, honest banker, but reduction 
in risk cannot be bought from incompetents. 
A good sign of the times is the growth in 
the number of banks with investment de- 
partments and the increasing number of in- 
vestors who will buy only over the counters 
of competent dealers. 
In discussing the danger signals to be ob- 
served when making trust investments, I will 


It is. 


assume that under the deed or will, or other 
instrument creating the trust, the bank or 
trust company has power to invest in the 
securities discussed, or, if not, that the law 
of your state gives you the requisite author- 
ity to it as trustee. What I may say is not 
given as a warning so that the bank may es- 
cape legal liability in the event of a loss, but 
my object will be to point out danger signals 
so that there may be no loss to the trust es- 
tate. An established reputation in the com- 
munity, to the effect that it has never so in- 
vested trust funds as to cause loss to the ben- 
eficiary, will bring more new business than 
all your different forms of advertising com- 
bined. This business of ours is founded on 
trust and confidence. Without these founda- 
tion stones it can never succeed; with them, 
the possibilities of success are without limit. 


Government and State Bonds 


are no absolutely safe invest- 
ments. Is this true as to government 
bonds? If by an absolutely safe investment 
is meant one that will return the prin- 
cipal at maturity and the interest in the 
interim, yes. If one means an investment 
that will always return to the principal at 
any time before maturity when one may be 
compelled to dispose of it, no. ; 

While government bonds are unsecured 
obligations resting entirely upon the good 
faith of the government, and in case of 
default, under our constitution, the govern- 
ment cannot be sued and there is no legal 
redress, still I have such an abiding faith 
in this government that I do not hesitate 
to say that government obligations are the 
only absolutely safe investments in the en- 
tire world when viewed in the sense of hav- 
ing the principal returned 100 per cent at 
maturity. 

However, in 1920 the government had to 
pay 6 per cent for loans. The best grade 
of bonds sold at a tremendous discount. 
Liberty bonds sold under eighty-five, with 
other securities proportionately lower. So 
it may be observed that the obligations of 
this great government are not always abso- 
lutely safe investments, for in 1920, if one 
had disposed of government bonds, the trust 
estate would have suffered a heavy loss. 

State bonds rest upon the good faith of 
the states, for, like the government, the 
state, under the constitution, cannot be sued 
without its consent, and in case of default 
there is no legal remedy. 

Today the credit of all of the states is 
such that no one questions their ability and 
willingness to pay, so it may be said that 
these obligations are reasonably safe in- 
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vestments for trust funds. They are made 
so by law where the legislatures have, by 
enactment, specified legal investments for 
trust funds. Where the legislature has 
failed to act, Courts of Equity have ap- 
proved state obligations as proper invest- 
ments for trustees. 

However, a bit of history is interesting. 
All defaults on state obligations occurred 
between the panic of 1837 and the end of 
the nineteenth century. Between 1840 and 
about 1893, nineteen states defaulted, com- 
promised or repudiated their debts from one 
cause or another. Some defaulted because 
they were unable to pay; in other cases 
there was deliberate repudiation. The finan- 
cial demoralization which began in 1837 and 
lasted for more than five years, resulted in 
an entire suspension of specie payments and 
many bank failures, including the large 
United States Bank of Pennsylvania. This 
will give some idea of the financial difficul- 
ties of this period, when some of the states 
defaulted on their obligations. 

A severe financial stringency in the South 
followed the Civil War. When these depres- 
sions are appreciated the financial difficulties 
of the state governments will be understood. 
Although there was a failure to pay, hap- 
pily most of these states afterward recog- 
nized and paid their obligations when pros- 
perous times returned. Unhappily there were 
a few that failed to pay, and without a 
just cause. As long as the states are pro- 
tected by the Federal government from “Col- 
lection by Warship,” and have the power, 
which is given to them by the Eleventh 
Amendment of the Constitution, to repudiate 
their debts, the repudiation of state bonds 
will remain a possibility. Due to the pros- 
perity that has come to us, and the tremen- 
dous development of our country, it seems 
improbable at the present time that any of 
these United States will ever again repudi- 
ate a debt. 


Tax Exempt Bonds 


a. and Joint Stock Land Bank 
Bonds have become popular among invest- 
ors and trust officials because of their safety 
and the total exemption given to them by 
the law from all forms of income taxes. 
They are deemed reasonably safe because 
they are secured by mortgages on lands that 
have been appraised by government ap- 
praisers, and there is a popular thought 
that the government will stand behind these 
bonds and not permit a default.. However, 
they are not obligations of the United 
States government in any legal sense. Each 
Federal Land Bank, however, is liable for 
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Conservative Traditions in Modern Banking 


In the Illinois Merchants Trust 
Company, the traditions of a half 
century of conservative banking 
stand back of each transaction. 
With its large financial re- 
sources, its highly developed and 
specialized facilities and organi- 
zation, its intimate business and 
governmental contacts at home 


and abroad, this institution is 
today one of this country’s lead- 
ing banks—a logical choice for 
banks or commercial concerns 
establishing a Chicago banking 
connection. Personal attention to 
inquiries concerning our special- 
ized services will gladly be given 
by our officers. 
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every bond issued by the other Federal Land 
banks. 

This is not true of the Joint Stocks. The 
Joint Stock bonds are likewise secured by 
mortgages on farms, appraised by govern- 
ment appraisers, but in purchasing such in- 
vestments one must be assured of the good 
management of the bank and also its loca- 
tion in a well-established farming section of 
the country. The fact that the management 
of a Joint Stock Land Bank may change 
from time to time is a deterring influence. 
On the whole, a Federal Land Bank bond 
is a safer investment than an obligation of 
a Joint Stock Land Bank. 

It appears that from year to year the 
farmers of the country are borrowing an 
increased amount of money. The number 
of those obligations upon the market is in- 
creasing steadily. The danger signal to be 
observed is this: Will farming conditions 
in the country improve? If so, all will be 
well. If not, some Joint Stock Land Banks 
may be in the farming business instead of in 
the investment business. 


F No Hard and Fast Standards 
On Municipals 


here Statutes governing the issuance of 
municipal bonds vary widely as between 
states, and it is, therefore, impossible to set 
up any hard and fast standards by which 
to judge municipal bonds generally. Even 
in the same state there are statutes pro- 
viding for the issuance of vastly different 
types of bonds, all of which can be and are 
classified as “municipals,” but in the valua- 
tion or selection of which entirely different 
tests must be applied. 

The rod by which an ad valorem tax- 
secured bond might accurately be gauged 
would be utterly useless in measuring a 
special assessment bond. The standards 
by which an ad valorem bond or a special 
assessment bond might properly be meas- 
ured in one state would not serve the same 
purpose in another state. 

To become familiar with all of the vari- 
ous municipal bond statutes of the several 
states would entail no small amount of 
study and a considerable expenditure of 
time. An investment banking house of 
character and stability will make all such 
investigations prior to underwriting an issue 
of bonds and, therefore, if the prospective 
purchaser of such investments first chooses 
with discretion the investment banking house 
from which he will buy, he will have ob- 
served what is probably the paramount pre- 
caution. 


Real Estate Mortgages 


UTSIDE of the importance of having 
the title to the property underlying 
the mortgage a perfect title, and having the 
mortgage papers in legal form, the impor- 
tant safeguard is, of course, the value of 
the property at and before maturity of the 
loan. Manifestly for trust estates, only first 
mortgages should be considered. It is a diffi- 
cult matter, and one that requires special 
knowledge to make a reliable valuation of 
any piece of real estate. 

In valuing city real estate, some of the 
factors to be considered are the assessed 
valuation for purposes of taxation, the rec- 
ords of sales or mortgages which may be 
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given in court records, the opinions of indi- 
viduals and corporations, the age of the 
building, the amount of repairs necessary 
to put it in proper condition, the records 
of previous sales of the property, recent and 
contemplated improvements in the neighbor- 
hood, the location, with special reference to 
the neighborhood, the accessibility of the 
building to streets and thoroughfares, the 
street railways and other transportation lines, 
the suitability of the building to the section 
of the city. Space will not permit further 
details as to methods of arriving at the 
proper valuation. 


When the valuation is determined, then 
be sure of a proper margin of safety for 
the trust estate, which margin should be 
liberal in order to provide for all contin- 
gencies, some of which cannot be perceived. 
In no event should the loan be more than 
60 per cent of the appraised value of the 
property. On farm lands it should not be 
more than 50 per cent, because in the case 
of farm lands the important element of man- 
agement is to be considered. If the mort- 
gagor of a retail store defaults, it is gen- 
erally an easy matter to rent the store to 
some one else, but if a farmer defaults in 
his payments, it is not always possible to 
find a tenant for the farm who will give it 
proper management. 


The danger signal to be here observed is 
that the real estate mortgage and invest- 
ment houses in the country are lending en- 
tirely too great a proportion of money on 
properties, as compared to their real value. 
In certain cities it is a well-known fact that 
loans on certain hotels and apartment houses 
have been sufficient to enable the mortgagor 
to build the hotel or apartment house and 
pay all expenses incident to the loan. Such 
loans are absolutely improper investments 
for teust funds. 

Real estate mortgages that are uncondi- 
tionally guaranteed by old, well-established 
mortgage houses have a good reputation for 
safety in New York and other eastern states. 
The trouble and expense of properly select- 
ing and watching this type of security make 
the guaranteed mortgage an attractive in- 
vestment, provided one may be sure of the 
continued solvency of the mortgage house 
that guarantees the loan. The same also ap- 
plies to the mortgages that are guaranteed 
or insured by the surety companies. 


Upon investigation of one of these in- 
sured mortgages it appeared that upon de- 
fault the holder of the notes could not call 
upon the surety company for payment at all. 
Only the trustee named in the deed of trust 
could foreclose, and could not be compelled 
to foreclose until a demand in writing be 
made by 50 per cent of the participating 
note holders, both in number and amount. 
After foreclosure, then, the trustee had a 
right to sue on the surety bond, provided 
there was a deficiency. Inasmuch as it ap- 
peared that the note holders were many in 
number, and scattered all over the country, 
it would be a rather expensive and imprac- 
tical task to obtain the requisite number of 
signatures to compel the trustee to bring 
foreclosure proceedings. 

I do not mean this is the situation in all 
instances, for I understand some of the 
surety companies’ guarantees are uncondi- 
tional, and in the event of default, the holder 
of the note can call upon the surety for 
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payment, which it agrees to make within a 
short period of time thereafter—usually 
thirty or sixty days. 

However, in our institution we prefer to 
invest our trust funds in mortgages on 
property close at home, known to us, and 
which we believe are safe security for the 
loan, rather than in a guaranteed mortgage, 
where we have made no independent inves- 
tigation of the property and necessarily rely 
more or less upon the solvency of the guar- 
antor. 


Land Trust Certificates 


COMMEND for consideration a form of 

investment much like the ancient English 
“Ground Rent,” so highly considered there 
for a trust investment. If a fee subject to 
a long-term lease, on which substantial busi- 
ness properties have been or will be erected 
can be purchased on a basis that the rental 
will give a fair net return to the trust es- 
tate, an attractive investment will be ob- 
tained. 

The principal factor of safety is that the 
rent is the first charge on the property. A 
default in the payment of the rent, which 
results in a forfeiture of the lease, places 
the whole property of land and buildings in 
the bank’s hands. This is simple, as com- 
pared to foreclosure proceedings. 

If the estate is not large enough to own 
the entire fee, title can be placed in a 
trustee, and against this certificates are 
issued entitling a number of estates in the 
bank’s charge to their proportionate equitable 
ownership in the fee. These may be termed 
“land trust certificates.” The rentals are 
received by the trustee, which may be the 
bank or trust company, and credited to the 
various estates holding the certificates. 

Such trust certificates, being equitable in- 
terests in land, the taxes on which are 
otherwise provided for, are, under the laws 
of most states, notably Ohio, Iowa, Mis- 
souri and Illinois, not subject to state and 
local taxes. 


Public Utility Bonds 


HE telephone, gas, electricity for light 

and power and water have become every- 
day necessities which we cannot do without, 
and will not do without, even in time of 
financial depression. Public service com- 
missions or other similar bodies in the vari- 
ous states have aided much in stabilizing 
and making secure obligations of these quasi- 
public corporations. 

Carefully selected first mortgage bonds in 
such utility companies could be classed as 
reasonably safe investments for trust funds. 
Such securities should be tested by the fol- 
lowing rules: 

1. Bonds should be secured by a first mortgage on 
the franchise and ror of the company. 

2. The net earnings of the company, after the pay- 
ment of all operating expenses, taxes and in- 
terest, should for the three fiscal years pre- 
ceding the making or renewing of the loan, equal 
to not less than 4 per cent on all its capital 
stock outstanding in each of said years. 

. The gross earnings of the company in the fiscal 


= erocemns the making or renewing of the 
n should be at least $100,000. 


I do not consider street railway bonds in 
the same class, and do not regard such se- 
curities as reasonably safe trust invest- 
ments. There are too many hazards, too 
many receiverships, too much mismanage- 

(Continued on page 551) 
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AN INTERESTING SERIES OF ADVERTISEMENTS 
IN THE SUBSEQUENT ISSUES OF 
THIS PUBLICATION 


N this series, campara- 
tive conclusions will 
show the incomparable 
and universal adaptabil- 
ity of marble for struc- 
tural and decorative 
purposes—for both 
commercial and 
home usage. 
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IMPRESSIVE 


Substantial evidence will be presented, in both illustration 
and text, of the sTRENGTH, BEAUTY, ENDURANCE, 
SANITATION and ECONOMY of marble. 


NATIONAL ASSOCIATION of MARBLE DEALERS 


648 ROCKEFELLER BUILDING *- CLEVELAND : OHIO 


There is No Substitute for Marbl 
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Mellon Against Hull Amendment 


ECRETARY of the Treasury Mellon 
is an outspoken advocate of the Mc- 
Fadden bill without the Hull amend- 
ment. 

Declaring that the “Hull amendment adds 
nothing to the protection given by the origi- 
nal McFadden bill to those states which do 
not permit branch banking,” Mr. Mellon, in 
his annual report to Congress, urged the 
passage of the pending measure at the earli- 
est possible moment, pointing out that the 
original place imposed an effective curb on 
branch banking. “A Federal law which 
would give certain powers to national banks 
in twenty-two states and would deny the 
same powers in the future under the same 
conditions to national banks in the remain- 
ing twenty-six states is not proper legisla- 
tion,” he asserted. 


EALING with the subject of banking 
‘legislation, the Secretary’s report read: 
“The Federal Reserve System is a most 
important element in the continuation of 
prosperity in America and will be indis- 
pensable again in any financial crises which 
may come. Its continued operation, how- 
ever, depends upon its representing the bulk 
of the banking resources of the country and 
its power to retain these resources in time 
of emergency. 

“Membership in the Federal Reserve Sys- 
tem is made up of all the national banks, 
which are required by law to be members, 
and of such state banks as may voluntarily 
join the system. At present the member- 
ship consists of all the national banks, about 
8000 in number, and 1400 out of 20,000 
state banks. The combined resources of 
member banks represent nearly two-thirds 
of the banking resources of the country. If 
the system becomes one composed princi- 
pally of voluntary members, the system, the 
government, and the country might be em- 
barrassed in time of emergency by the with- 
drawal of membership and the depletion of 
the banking resources subject to mobiliza- 
tion. It seems to me, then, desirable that 
Congress should keep the national banks, 
which are always members of the Federal 
Reserve System, upon a reasonable equality 
of powers with the state banks, so that the 
national banks may continue to meet the 
competition of state banks and survive. 

“The national bank is the creature of the 
Federal government; the state bank the crea- 
ture of the particular state in which the 
bank is located. National banks and state 
banks exist side by side in the various states ; 
and if in any state the law of that state 


grants a power to the state bank which the . 


laws of Congress deny to its neighbor, the 
national bank, and if this power be a valu- 
able business privilege, the tendency is for 
the state bank to grow at the expense of 
the national bank until ultimately the stock- 
holders of the national bank abandon their 
national charter and take out a state char- 
ter. With the development of banking some 
states have increased the powers of their 
banks, and in some particulars Congress has 
also liberalized the national bank act to 


equalize privileges between the two classes 
of banks. For example, under certain con- 
ditions a national bank may exercise trust 
powers in a state where like privileges are 
given to state banks. This is fair to each 
and is a policy which should be followed by 
Congress, except in such cases as the privi- 
lege granted to a state bank is in the opin- 
ion of Congress unsound from a_ banking 
standpoint. 


66,N the former Congress what has been 
known as the McFadden bill was intro- 
duced, based on the principle of the equal- 
ity of power I have mentioned above and 
which also clarified some of the provisions 
of the national bank act. The bill failed 
of passage in the former Congress, was re- 
introduced in the present Congress, passed 
both Houses, but in different forms, and is 
now pending in conference between the Sen- 
ate and the House. I am advised that the 
principal matter upon which agreement has 
not yet been had between the two Houses 
is on the question of the Hull amendment. 
The original McFadden bill gave national 
banks the right to establish branches within 
the corporate limits of the city in which 
they were located in states where a state 
bank was authorized to have branches. The 
provisions of the bill were general and ap- 
plied to any state in the Union in which, 
at the time the national bank sought to 
establish its branch, the policy of that state 
permitted branch banking. The sole object 
of the Hull amendment was to limit the 
right of national banks in establishing 
branches to those states in which at the time 
of the passage of the McFadden bill the 
policy of the state was in favor of branch 
banking. Therefore, if any state which pro- 
hibits branch banking should after the pass- 
age of the McFadden bill change its policy 
in favor of branch banking, the Hull amend- 
ment would deny to national banks the right 
to have home city branches in such a state. 
In other words, under the Hull amendment 
a national bank in New York City, a state 
where today branch banking is permitted, 
might establish branches within the city, but 
in St. Louis, in a state where today branch 
banking is not permitted, if the state policy 
changed in the future to favor branch bank- 
ing, a national bank might never have 
branches. Thus the unfairness to national 
banks sought to be removed by the McFad- 
den bill would be removed in New York 
State but not in Missouri. 

“A Federal law which would give certain 
powers to national banks in twenty-two states 
and would deny the same powers in the future 
under the same conditions to national banks 
in the remaining twenty-six- states is not 
proper Federal legislation. The Hull amend- 
ment adds nothing to the protection given 
by the original McFadden bill to those 
states which do not permit branch banking. 
Under the original bill national banks may 
not have branches in such states. But if 
the policy of a state should change and it 
permit state banks to have branches, then 
it seems to me that the principle which 
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gives limited branch banking facilities to 
national banks in states now permitting 
branch banking should equally apply to states 
which may adopt a similar policy in the 
future. Want of equality between com- 
petitors is the reason given for any Federal 
branch-bank legislation, and I cannot see 
why that reason is not applicable to tomor- 
row’s want of equality as well as to today’s. 


“-* the annual meeting of the American 
Bankers Association, held in October, 
1926, in Los Angeles, Cal., the Association 
adopted a resolution recommending to Con- 
gress the enactment of the so-called Mc- 
Fadden bill, including the provisions re- 
chartering the Federal Reserve banks, with 
the following restrictions upon branch 
banking : 

First, that no national bank be permitted in any 
state to establish a branch beyond the corporate 
limit of the municipality in which the bank is 
situated; second, that no national bank be permitted 
to establish a home city branch in any state which 
does not at the time of such establishment permit 
the state banks to establish branches; third, that 
no state bank be permitted to enter or to retain 
membership in the Federal Reserve System if it 
has in operation any branch which may have been 
established after the enactment of H. R. 2 beyond 
the corporate limits of the municipality in which 
the bank is situated; fourth, that no branches 
which may have been established after the enact- 
ment of H. R. 2 beyond the corporate limits of 
the municipality in which the parent bank is 
situated be permitted to be retained when the 
state bank converts into or consolidates with the 


national bank, or when two of three national 
banks consolidate. . 


“With this recommendation and under the 
limitation therein set forth, I thoroughly 
agree. The national banks have waited 
patiently for constructive banking legislation 
from Congress. Owing to the unfortunate 
injection of the Hull amendment into the 
McFadden bill, relief has not yet been had. 
Many banks have withdrawn from the na- 
tional bank system, and unless action is 
taken by Congress, I am fearful that the 
national bank system will be further weak- 
ened. The Federal government owes to its 
own banking corporations treatment which 
will permit them to meet their competitors, 
the state banks, upon at least fairly equal 
terms. We cannot afford to destroy the 
national banks, which are and must be the 
backbone of our Federal Reserve System.” 


A Little Investigation 
Might Help Mr. Ford 


T is a foregone conclusion that as an en- 
gineer and an industralist, Henry Ford 
is in the habit of making investigations be- 


fore going to the public. If that were not 
so, Fords would be few in number and 
of short runs. But when he goes before 
the public as a journalist, the habit of in- 
vestigation and research seemingly does not 
attend him. How else would it have been 
possible for him to assert in his Dearborn 
Independent that “the International Jew” 
(whoever that may be, singular or plural) 
is now “in direct control of the United 


States Federal Reserve Bank System”? 
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A Finger on the Pulse of Trade 


THROUGH its own representatives and correspondent 
banks all over the world, American Exchange Irving 


Trust Company keeps a finger on the pulse of trade. 


Knowledge of new developments and requirements 
of trade; information on conditions in both foreign 
and domestic markets—these are part of the service 
that this Company offers to its correspondents. In 
dealing with even the most distant points, it facili- 
tates all kinds of banking transactions and guards 


against loss and delay. 


Whatever your needs —the transfer of funds, the 
financing ofimports or exports, the collection of notes 
and drafts, the purchase and sale of foreign exchange; 
these and all other banking requirements of trade will 
be promptly and competently handled by American 
Exchange Irving Trust Company. 


OUT-OF-TOWN OFFICE 


AMERICAN EXCHANGE IRVING I RUST 


COMPANY 
Woolworth Building, New York 


When writing to advertisers please’ mention the American Bankers Association Journal 


a AMERICAN BANKERS ASSOCIATION JOURNAL | 517 
ie 


AMERICAN BANKERS ASSOCIATION JOURNAL January, 1927 


Name 
Address 


| 


The Kalamazoo Equipment for me- 

chanical accounting is well known to 

bankers in all sections of the country 

—you will find it in use in the out- 

standing banks of every large city or 
community. 


It provides the desired and expected 
results by giving every aid to rapid, 
accurate posting and a compact port- 
able record for reference. 


From the broad and comprehensive 
line of “Kalamazoo” equipment you 
can always select the right device 
for your needs. Write “Kalamazoo” 
when you want loose leaf equipment 
of any kind. 


Write today for the Bank 
Record Keeping Equip- 
ment Catalog. 


ALAMAZDO 


LOOSE-LEAF-DEVICES-AND 
ACCOUNTING- SYSTEMS 


When writing to advertisers please mention the American Bankers Association Journal 


518 
~ 
' Address | 
' 18 ACCOUNT WiTH 
° Please examine at once. If no error ts teported within ten 
Dare 1.0 Ba CHECKS IW DETAIL | Oar OEPosiTs Br ance 
| 
be % 
é ‘ ay 7 WW / 
USE 
OKS 
7 
y) 
: 
y 


January, 1927 


AMERICAN BANKERS ASSOCIATION JOURNAL 


PAGE NO 
GENERAL JOURNAL ENTRIE 


RECORD OF CASHIER'S CHECKS ISSUED. 


TRUST RECORDS 


Kalamazoo Estate and Trust Record Forms have 
met the test in many trust offices for four years. 

An entire accounting system for the Trust Depart- 
ment may be had in a complete series of forms of 
uniform size. The arrangement of the information 
makes reference to any particular entry or review of 
any trust a matter of a few moments attention. 


LOOSE-LEAF-DEVICES-AND 
ACCOUNTING-SYSTEMS 


KALAMAZ 


To aid in controlling the rising cost of doing business 
as well as to handle, more efficiently, the increasing 
volume of business, a number of accounting forms 
for banking records have been designed by us and are 


carried in stock ready for immediate shipment. 


Each of these forms has been tried out under actual 
working conditions and has been proved practical 
and desirable. They are of the proper size, design 
and quality. 


The wide selection of stock forms together with our 
mechanical and manual facilities for producing any 
type or kind of record form used in banking enables 
the banker to standardize upon “Kalamazoo equip- 
ment and forms” knowing that he will be able at 
all times to have his requirements filled promptly, 
correctly and at a fair price. 


Samples of Kalamazoo Register forms, Savings and 
Liability Ledger forms, Depositors Ledger and State- 
ment Sheets, Trust Records and other stock forms 
will be sent upon request. There is no obligation. 
Just tell us the forms in which you are interested and 
let us send samples of Kalamazoo forms. YOU 
CAN MAKE A COMPARISON. 


KALAMAZOO LOOSE LEAF BINDER CO. 


Factories at Kalamazoo, Mich., and Los Angeles, Calif. 
Sales Offices in Principal Cities 
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Government Aid and Permanent 
Welfare in Cotton 


By W. R. DODSON 


Dean of the College of Agriculture, Louisiana State University, Baton Rouge, La. 


If Present Plan is a Success, What Advance Have We Made 
Toward Permanent Solution of Problem Except in Gaining 
Experience of Finding Way to Get Pulled Out of a Mud Hole, 
Once We Are In It? Banks Support Sound Agricultural Plan. 


HE cotton crop of the United States 

puts more money into circulation 

than does any other farm crop. It 

is worth, on the farm, from $1,000,- 
000,000 to $2,000,000,000. Corn alone ex- 
ceeds cotton in money value, but so much 
of the corn crop is consumed on the farms 
where it is raised that it does not approach 
the commercial importance of cotton. The 
entire crop of cotton fiber, and a large part 
of the seed, must go to the factories to be 
manufactured into many commodities before 
it reaches the consumer. Merchants, trans- 
portation companies, bankers, warehouse- 
men, factory workers, manufacturers all 
play their part in the industries that are 
sustained wholly or in ‘part by cotton and 
cotton seed. 

Cotton fabrics are of universal use, as 
articles of clothing, household utilities and 
a great variety of manufactured things. 
Even the moving-picture films are made 
of cotton. Refined cotton seed oil finds many 
useful places that it can acceptably fill. 
Meal and cake are important feed mate- 
rials for the northern dairymen. 

The money received for the cotton crop 
by the grower is largely spent for the pur- 
chase of supplies and materials that come 
from the farms and the factories of other 
parts of the United States, or from other 
countries. 


NFORTUNATELY the cotton grower 

too often spends large sums for feed 
stuffs and foods that he might well pro- 
duce on his own farm. However, there are 
few factories in the cotton territory for 
supplying hardware, implements, machinery, 
clothing, shoes, furniture, etc. Cured meats, 
canned goods, dairy products, mules and 
horses, automobiles and trucks, and many 
other commodities will, for a long time to 
come, be purchased from outside the cotton 
growing territory. There is thus developed 
interstate commerce that makes the eco- 
nomic life of the South, North and West 
interdependent, so that a depression in the 
price-of cotton that brings disaster to the 
South brings depression in commerce of 
far-reaching importance. 

The cotton problem is also important in 
international trade. Last year our manu- 
factured cotton exported represented more 
than a billion dollars. Normally the exports 
_ of unmanufactured cotton represent, in 

value, half of the sum total of all agri- 
cultural exports. For the year ending June 


The Quality 
of Aid 


6¢TN my judgment there 

has been no new national 
legislation proposed that 
will satisfactorily solve the 
problem of a large surplus 
of cotton and permanently 
help the industry to a sound 
economic basis. Any gov- 
ernment aid that helps to 
lessen the tmportance of 
good judgment in balancing 
the farm production to meet 
market requirements will 
not be in the interest of the 
permanent welfare of the 
cotton grower.” —W. 
Dopson. 


30, 1925, cotton fiber and unrefined cotton 
seed products constituted 58.6 per cent of 
all agricultural exports from the United 
States, and 24 per cent of all exports. Ac- 
cording to newspaper reports, our exports 
during October just past took a slump of 
$60,000,000 in cotton, as compared to Octo- 
ber, 1925. Only 53,000 bales less were ex- 
ported; the 53,000 bales were worth a little 
more than $3,000,000; $57,000,000 repre- 
sented the loss of the month due to the de- 
pression in the price of cotton. A favorable 
trade balance in our foreign commerce may 
be seriously affected by the price of this 
commodity. 

Surely no patriotic banker or financier 
can afford to be indifferent to reasonable 
plans that may be suggested or advocated 
for the stabilization of the cotton industry. 
The question is: What is he going to do 
about it? The present unfortunate situa- 
tion is due to the production of too 
much cotton. The estimate of November 
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15 was far more than 18,000,000 bales; 
that is, 2,000,000 more than we ever pro- 
duced before. Last year we produced over 
16,000,000 bales, and could not sell it all. 
The most optimistic statisticians, I presume, 
would not estimate our combined export and 
domestic consumption at over 14,000,000 or 
15,000,000 bales, out of the present crop, 
before another crop comes in. 


More Than the World 
Will Take 


__" average export of five years, 1904 
to 1908, inclusive, was 8,302,000 bales. 
From 1909 to 1913, inclusive, was 8,639,000; 
from 1920 to 1924, inclusive, was 6,325,000. 
We, therefore, have on hand, prospectively, 
about 3,000,000 to 4,000,000 bales of this. 
year’s crop more than the world market will 
take from us. 

The movement sponsored by Eugene 
Meyer, to form bankers’ organizations to 
finance the removal of 4,000,000 bales from 
the market for a year, or twenty months, 
if need be, seems reasonable and commend- 
able as a means of helping the present situ- 
ation. A part of this plan contemplates a 
pledge on the part of the cotton growers. 
that they will reduce the acreage devoted to 
cotton by 25 per cent in 1927. This scheme 
has met with general favor. The cotton co- 
operatives, state departments of agriculture, 
the extension forces of the agricultural col- 
leges, and the United States Department of 
Agriculture have actively fostered the se- 
curing of such pledges. Most of the states: 
have reported good progress in the drive 
for reduction pledges. Whether the plan is 
carried to completion or not, and whether 
the bankers remove 4,000,000 or even 3,000,- 
000 bales from the market, the movement 
has doubtless had much to do with checking 
the decline in the price of cotton for the 
present. 

Suppose the plan is a complete success, 
then what? What advance have we made 
toward a permanent solution of our prob- 
lem, except in gaining the experience of find- 
ing one way to get pulled out of a mud 
hole, once we are in it? We are grateful 
to get out, even in a crippled condition, but 
we would feel better if, at the same time, 
we were developing some plans to keep from 
getting in again. This 4,000,000 bales must 
be put back on the market next year, or the 
next, then what? Will the bankers come 
to the rescue again? Shall we create some 
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Can you find a letter 
in your files in 10 seconds? 


IME is a vitally important factor in bank transac- 
tions. That is why the “Y and E” Direct Name 


Filling System has become so popular in banks. By 

actual test it takes 10 seconds or less to find or file a 

paper with this system. Your bank needs it for general 

correspondence, bankers’ correspondence, cash and col- 

lection letters, credit information or data files. The sys- > ae FILING \% 
tem is so flexible that it is equally adapted to the small vee Saag 
bank or the large one—and it can be expanded indefinitely \ 

with a growing business. Use the attached coupon and 

get a copy of “Vertical Filing Down to Date,” or phone 

the “Y and E” store and ask for a system man to call and 


explain this simple and effective filing system. : 
This book should be in the 


hands of every banker. It 
contains the latest and most 


authoritative information on 

MFG.@. vertical ing systems, 
ing a complete description of 

the “Y and E” Direct Name 


185 Jay Street Rochester, N. Y. System, which enables you to 
STEEL AND WOOD FILES—STEEL SHELVING—DESKS— will be sent to you if you 
SAFES—OFFICE SYSTEMS AND SUPPLIES—BANK AND 
LIBRARY EQUIPMENT 


Yawman and Erbe Mfg. Co. 

185 Jay St., Rochester, N. Y. 

Please send me a copy of “Vertical 
Filing Down to Date.” 


When writing to advertisers please mention the American Bankers Association Journal 


= | 
4 
val 
~ 
E” 
} 
\ 


522 


AMERICAN BANKERS ASSOCIATION JOURNAL 


governmental agency to try to take care of 
the surplus whenever we have a big crop, 
or let the producer and the banker work 
out the best means of handling the problem? 
In my judgment there has been no new 
national legislation proposed that will satis- 
factorily solve the problem of a large sur- 
plus of cotton and permanently help the in- 
dustry to a sound economic basis. Any gov- 
ernment aid that helps to lessen the impor- 
tance of good judgment in balancing the 
farm production to meet market require- 
ments will not be in the interest of the per- 
manent welfare of the cotton grower. 


Took a Chance With 
Eyes Open 


"ong from the humanitarian viewpoint, 
one might debate the question as to 
how much sympathy is due the farmer, who 
is compelled to sell cotton now at consider- 
ably less than it cost him to raise it, if he 
is one of the multitude who were advised 
and urged in vain last spring to reduce cot- 
ton acreage. All informed people knew that 
there was a large carry-over of last year’s 
supply. Farmers were warned that the pros- 
pects were that the largest acreage plant- 
ing in our history would be made unless the 
farmers’ plans were revised to include a 
cut in intended planting. The extension 
forces of the agricultural colleges, and the 
United States Department of Agriculture 
and other educational forces, with the aid 
of a few banks, made special efforts to point 
out the danger of a large cotton acreage, 
and urged the planting of more acres to feed 
and food crops. Farmers of intelligence 
were not ignorant- of the large carry-over 
of last year’s 16,000,000 bale crop or of 
the plans of many farmers to increase their 
acreage for 1926. Those who preferred to 
take a gambler’s chance in planting a large 
acreage did so with their eyes open, hoping 
for a good crop and a good price through 
the failure of some sections to produce; or 
with the hope that world consumption would 
materially increase, or some way would be 
found to take care of the price. 

In my judgment that is the way they will 
feel about it every year if the government 
undertakes to relieve them of the natural 
consequences of over-production. We have 
been producing more than half—sometimes 
two-thirds—of the world’s supply of cot- 
ton and selling half or more of our crop 
to foreign countries. The arguments that 
are advanced for the establishment of a do- 
mestic price of certain commodities at a 
higher figure than the export price, and as- 
sessing the loss on the exports back to the 
beneficiaries of the increased domestic price, 
would not apply to cotton. 

In my opinion we will have to solve our 
own problem of surplus production along the 
lines that we have been advocating for sev- 
eral years. The salient features of this plan 
are that we should reduce the cost of pro- 
duction per bale by planting only the lands 


that can be made to produce large yields. 


by the application of intelligent methods, 
planting more feed and food crops, and more 
pastures for live stock; produce dairy prod- 
ucts, poultry, fruits and vegetables for home 
use and sometimes some to sell; grow 
legumes for feed and for restoration of soil 
fertility; sell cotton through a cooperative 
marketing association, and buy cooperative- 


ly such supplies as may be handled in car- 
load lots for one community. 


Have to Do As They Are Told 


E may never be able to induce all the 
cotton growers to adopt this plan in 
whole or in part. There are many thousands 
of negroes and some whites growing cotton 
that either have to do as they are told by 
those who are not-in sympathy with the plan, 
or who have not enough intelligence to 
carry out such a plan with any marked de- 
gree of efficiency. There are large land 
owners who will not allow tenants to plant 
anything but cotton. It is the custom in 
many regions for the land owner to operate 
a plantation store for selling supplies on 
credit to the tenants; when the cotton is 
ginned the store takes the cotton and expects 
to make a profit on its sale. Men of this 
class can hardly be called farmers; they are 
cotton merchant speculators. Sometimes 
they are interested in the permanent wel- 
fare of the tenants; sometimes they are not. 
A cotton cooperative selling association 
generally receives as little consideration 
from such individuals as does a construc- 
tive economic policy for cotton production. 
There are still many village and town 
stores that advance supplies on crop loans 
to cotton growers. The amount of credit 
attainable is determined by the cotton acre- 
age. These stores generally buy the cotton 
from the tenant in settlement of accounts, 
and expect to make a profit in reselling it. 
Such store owners are not often hearty 
supporters of a safe farming program, such 
as outlined above, and they are opposed to 
cooperative marketing associations. Often the 
store owners are officers or directors of lo- 
cal banks, and largely prescribe the policies 
of the banks on financing cotton production 
and marketing enterprises. 

Banks do a considerable business in ad- 
vancing money to cotton growers, with crop 
lien security, often supplemented with chat- 
tel mortgage. Too often these banks de- 
cline to allow their borrowers to hold cot- 
ton after it is ginned, or place it in the 
hands of an orderly marketing association. 
They generally deem it best for their inter- 
est to reserve the right of the bank to say 
when and how the cotton is to be sold, or 
they buy the cotton and sell or hold accord- 
ing to their ideas of how the market will go. 

Warehouse receipts for cotton, given: as 
collateral for short time loans, are increas- 
ing in popularity and help to carry obliga- 
tions after the crop is harvested. Such loans 
do not help to make a crop. 


Banks Supporting a Sound 
Plan 


N increasing number of banks are work- 
ing on a policy exactly opposed to this 
idea. They decline to make crop loans-un- 
less the farmer adopts a plan of operation 
that provides for the home production of 
food for the family, feed for the work 
stock, and rotation of crops that maintain 
soil fertility. 

The work of. the Agricultural Commis- 
sion of the American Bankers Association, 
through the faithful and diligent efforts of 
Dr. D. H. Otis, and the Agricultural Com- 
mittees of the State Bankers Association, is 
helping to increase the number of banks 
that are actively supporting a sound agri- 
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cultural. program in the South, that will help 
to reduce the hazards of agricultural loans; 
they are backing the programs of the ex- 
tension departments of the colleges and the 
United States Department of Agriculture. 

Thousands of banks are supporting the 
work of the boys’ and girls’ agricultural 
clubs. This work not only provides demon- 
strations wherein the boys produce cotton at 
low cost per pound, by producing large 
yields per acre, but it includes demonstra- 
tions in the elementary principles of live 
stock and poultry production, fruit and 
vegetable growing and home making. 

I believe the college people generally ex- 
pect the cotton problem to be ultimately 
solved along these lines, and that the money 
that is now being provided, or that may be 
hereafter provided by the Federal govern- 
ment for agricultural research and educa- 
tion, is the best kind of support that the 
government can give to the solution of this 
question on a sound economic basis. 

There may be many other things also that 
the government can do to help the situation. 
In our opinion Congress may well consider 
the advisability of placing a high tariff on 
fibers that compete with cotton. Govern- 
ment scientists may well devote a portion of 
their time to finding new uses to be made 
of cotton. 


Financing Installment 
Sales 


HAT is described as “a nation-wide 

Federal Reserve System for credit 
finance companies” was inaugurated with the 
New Year when the American Rediscount 
Corporation commenced operations in New 
York City. Its object is to safeguard and 
guide installment selling. 

The system is patterned after the Federal 
Reserve System, though it is, of course, a 
private undertaking. Chartered under the 
laws of Maryland, it has an authorized capi- 
tal of $31,500,000, and at its head is Law- 
rence H. Hendricks, the Comptroller of the 
Federal Reserve Bank of New York. Mor- 
gan J. O’Brien, a trustee of the Metropoli- 
tan Life Insurance Company, is the chair- 
man of the advisory board of the corpora- 
tion, which is to be composed of twenty-five 
bankers located in different parts of the 
country, though five of the members of the 
board are to be New York bankers. 

Preliminary to the formation of the cor- 
poration, there was a survey of thirty-four 
industries under the direction of a commit- 
tee of which Mr. O’Brien was the chairman. 

“We have found,” says a statement issued 
in connection with the announcement of the 
incorporation of the company, “that install- 
ment sales in many industries are advisable 
and necessary, and that it is vital to increase 
domestic sales in such industries in order 
to maintain the present status of national 
prosperity. We have also found evidence 
of abuse in the methods of deferred-payment 
sales, which, if allowed to continue, will 
result in losses to the public, banks and the 
credit finance companies. Therefore, in or- 
der to safeguard the best interests of all 
concerned, it is necessary to have such a 
national organization as this system which 
will rediscount paper for member credit 
finance companies that may qualify and com- 
ply with the rules.” 
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With the growth of your institution’s busi- 
ness, or the enlargement of the scope of your 
services, more banking room must be pro- 
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Tax Polygamy by the States 


By RAYMOND H. BERRY 


Assistant Vice-President, Detroit Trust Company, Detroit, Mich. 


Multiple Death Duty Taxation is Imposed in Many States by 


Their Inheritance Tax Laws. 


Owners of Intangible Property 


Can Avoid Part of Burden by Keeping Securities on Deposit 
In State of Residence and by Keeping Unregistered Bonds. 


HE inheritance tax has been adopt- 

ed by all of the states except Ala- 

bama, Florida, Nevada and District 

of Columbia, and has been a depend- 
able source of revenue. This form of taxa- 
tion is centuries old, and generally regarded 
as a fair and equitable means of raising 
revenue. I think its general acceptance, 
with few advocates of its repeal, is due to 
the fact that the rates have been low, and 
the burden ratably apportioned to the bene- 
ficiaries. However, the taxing authorities 
have aroused the wrath of the people, and 
public sentiment is beginning to be felt by 
and in those states where multiple death 
duty taxes are being imposed. Our states 
should not practice tax polygamy and ex- 
pect the people to condone it. 

That is just what the states are doing 
when they impose the so-called multiple 
death duty taxation. By multiple death duty 
taxes, it is doubtless surprising to know, 
it is possible for an estate actually to be 
taxed out of existence, which means that 
the aggregate tax will exceed the value of 
the estate. This mffitiple taxation is vul- 
turous, and it has been stated that it is 
the result of a spendthrift era. Our courts 
appoint guardians for spendthrifts and in- 
competent persons, and I sometimes believe 
that the same restraint should be placed 
upon this spending orgy. This multiple 
death duty taxation is a creature born within 
the last few years, is a hybrid based upon 
theories unsound in principle and uneco- 
nomic in effect. I would like some one to 
tell me of a meritorious element in connec- 
tion with this form of taxation. One might 
say the fact that it produces revenue merits 
consideration. If I go out on the street and 
hold a man up at the point of a gun and 
obtain money from him, the fact that I do 
obtain the money does not mean that my 
act had any merit in it. I cannot see much 
difference, except that in the imposition and 
collection of this multiple death duty tax 
the taxing authorities do not use a gun. 

The chief difficulty in connection with this 
type of taxation arises from the fact that 
our government is composed of forty-eight 
different states, with conflicting laws and 
interpretations lacking comity and coordina- 
tion. 


Avoiding Multiple Taxation 


DVISERS in this field of taxation should 

be in a position whereby they can ad- 

vise the owner of intangible property of 
his tax liabilities, and be in a further posi- 
tion to counsel with him with reference to 


the saving of investments, and make such 
other appropriate suggestions to minimize 
this tax. A few suggestions along this line 
of thought are perhaps apropos. The owner 
of stocks and bonds should be advised to 
keep those securities on deposit in the state 
in which he resides. This will avoid one 
multiple tax. Suggest that he have his bonds 
in coupon or bearer form rather than regis- 
tered. This multiple tax law principally 
affects stocks, but if the bonds are regis- 
tered, they are in the identical class with 
a stock certificate. In addition to the fore- 
going suggestions, a trust officer might sug- 
gest to the owner of these taxable securi- 
ties the advantages that would accrue to him 
if he were to create a trust. 

All of this multiple taxation can be 
avoided by certain kinds of living trusts. 
I think I would summarize this means of 
minimizing taxes with the following sug- 
gestions: 

If the owner were to create a revocable 
trust, providing in the instrument that the 
income shall be paid to members of his 
family, or as otherwise agreed upon, then 
the property forming the corpus of this 
trust would not be subject to tax at his 
death, because title vested immediately. 
This, of course, contemplates that the owner 
makes a gift of this property, and, perhaps, 
does not meet with as much favor as an- 
other method. 

Can it not be suggested to him that he 
make an absolute gift of this property to 
his wife, with an understanding with the donee 
that she simultaneously therewith will cre- 
ate a trust, the income from which is to go 
to her husband for and during his lifetime, 
or as otherwise directed in the trust instru- 
ment, and upon his death to be distributed 
as he otherwise would do were he creating 
the trust? It could be provided in the trust 
instrument that if the wife should die first, 
the property should go to her husband; but 
when a man creates a trust he contemplates 
that he will die first, and is making provi- 
sion for his family. By this method that 
purpose is accomplished. He could embody 
in that instrument all of the terms that 
would be embodied in the identical instru- 
ment if it were drawn for the husband, 
except, of course, it would reverse the in- 
come payments. 


A Reciprocal Provision 


HIS multiple taxation should, of course, 
be abolished, as may be done by legis- 
lative enactment, but if it is impossible to 
abolish it, then the legislatures of the vari- 
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ous states should enact a reciprocal provi- 
sion by which a more friendly relationship 
would exist between the states, in that one 
state would exempt the securities of its cor- 
porations provided the state of the decedent’s 
domicile extends a similar exemption. 

Trust officers should be urged to make a 
careful study of the law of their own state, 
and if they find there is strong sentiment 
among the members of the legislature against 
the repeal of this death duty tax imposed 
against a non-resident, then it would be well 
to urge the adoption of a reciprocal plan. 

Mass production has been the chief fea- 
ture in the success of a great number of 
industries, by which method production has 
increased, lowering the unit cost, and if our 
states were to recognize this principle in 
taxation, those states could be made very 
attractive to corporations that are daily 
being organized, thus bringing into the state 
more industries and more revenue. 

Can one conceive of a situation like this? 
All will remember when the railroads were 
pioneering in the West, calling upon eastern 
investors to put their savings in those roads. 
I can hear the stock salesman tell a pros- 
pective customer of all the merits this pro- 
posed road has, the countries it will serve 
and its enormous earnings, but it is beyond 
my imagination to hear him also tell the 
prospective customer : 

“Now, this railroad runs through, let’s 
say, fifteen states, each of which has an 
inheritance tax law. Now, at your death, 
Mr. Purchaser, your estate will have to pay 
an inheritance tax to each one of those 
states through which this -railroad operates 
or is incorporated.” 

That is a fact, but I wonder how far 
west the railroads could have been built if 
this multiple death duty taxation were in 
existence at the time these stocks were 
offered for sale and these pioneers were 
attempting to pierce the West? 


Tax on Capital 


HAT would the investor say today if 
he were offered a stock, and upon 
looking it up found, to his surprise, that 
the corporation which issued the stock was 
incorporated in several states, and that upon 
his death this stock would have to pay a 
bounty to those states, which is because he 
took an unselfish attitude and permitted his 
money to be used by industry and com- 
merce heyond the border of his state? 
It is really possible to tax an estate out 
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Rich Fields for Trust Service 


By J. A. C, KENNEDY 


Trust Companies and Banks May Do Constructive Work Acting 
As Assignees or Receivers of Private Corporations. Finding 


Capital for Small Businesses Has Possibilities. 
Trust Field Is Unlimited. 


HERE is available to trust com- 

panies and banks doing a trust 

business a field of activity for con- 

structive and, incidentally, remunera- 
tive work, which it would seem has not been 
developed. It has to do with the work of 
trust companies as assignees or receivers of 
private corporations. 

Under the existing order, whenever a cor- 
poration becomes seriously financially em- 
barrassed, it aimlessly and hopelessly gravi- 
tates into bankruptcy; and whenever a busi- 
ness is once marked by contact with bank- 
ruptcy proceedings, the end is in sight; 
it means almost inevitable extinction of the 
business, and at a very material expense cost 
to the creditors. 

If, when a corporation can go no farther 
under its existing burden of debt, the cred- 
itors could and would promptly sit around a 
table and take stock of the situation the 
result in many, if not the majority of in- 
stances, would be a prompt proportional 
scaling down of the debts, a reasonable ex- 
tension of time, and an ultimate saving of 
the business, with incidentally a materially 
greater saving to the creditors than would 
obtain at the end of bankruptcy’proceedings. 
Why is not this the rule? The rule does 
not fail of operation simply because there 
are usually a few small creditors who seek 
to capitalize the situation by demanding that 
their particular claims be paid in full. Such 
situations can generally be taken care of 
by proper persuasion or, if necessary, where 
the conditions justify, by the sane and con- 
structive creditors contributing to a fund 
to remove the “nuisance value” consciously 
created. 


Why Not Invoked 


HE reason for the constructive plan 

here urged not being commonly invoked 
is because there has not been at hand any, so 
to speak, authoritative or highly creditable 
medium through which such method of pro- 
cedure could be presented to the creditors. 
When the plan is proposed by the debtor, or 
his lawyer, the resentment because of the 
unwelcome news, or sOme unjust suspicion, 
or doubt of the success of the plan, generally 
causes a breakdown. A different effect would 
obtain—even though admittedly only psycho- 
logical—if such a plan were proposed over 
the signature of a trust company, the very 
name of which implies character and con- 
structive purpose. 

Should a trust company in a particular 
community so function a time or two, the 
odds are that no business in that vicinity 
would thereafter become enmeshed in the 
bankruptcy court, without first having offered 
to assign all its assets to such trust company, 


to be disposed of as its creditors, duly gath- 
ered together, should decide. It would also 
follow that many businesses would thereby 
be saved. As to those concerns whose saving 
would not be justified, the expense of a liqui- 
dation through the medium of the trained 
business experts of a trtust company would 
be far less than through any court medium. 

In short, the trust company here would be 
according to ordinary business corporations 
experiencing financial difficulties, the same 
general salutary relief that the courts com- 
monly accord through railroad receiverships, 
with the difference in favor of the trust com- 
panies of greater expedition, and materially 
less incident expense. The further difference 
of course, would obtain that the trust com- 
pany’s jurisdiction would have to be volun- 
tarily accorded, including the picking up and 
purchasing by the majority creditors of any 
claims refusing to join. The inauguration of 
this field of activity is a matter of the trust 
companies educating the business world as to 
the service they could so render. The field 
obtains. The relief is needed. The trust 
companies can give the aid. Why not lend 
their services? 


Financing Small Businesses 


FTEN I have been asked by successful 

owners of moderate sized businesses 
how much-needed additional capital could 
be acquired. 

I have never been able to evolve an answer 
satisfactory either to the client or to myself. 
In the last analysis, the moderate sized suc- 
cessful business, and which for convenience 
usually functions in corporate form, is the 
backbone of the commercial world; at least. 
it is the final barrier between our present 
satisfactory condition of an open field with 
all sizes and characters of thriving business 
industries and a situation in which a group 
of gigantic chain institutions will control 
practically the entire industrial field, with 99 
per cent of the people relegated to salaried 
positions. 

In this day and age of cumulating speed 
in all activities, of magnitude of operations, 
of crucifying competition with close profits 
and a corresponding necessity of a sizable 
volume of trade, any business which is suc- 
cessful quickly outgrows its own capitaliza- 
tion resources. It first turns to its commer- 
cial bank. It gets help. But in time, as it 
continues to need more capital than even 
excellent profits can create, the justifiable 
limit of the commercial banks is reached— 
this on the assumption that the commercial 
banker intends to stay in the conservative 
field and avoid, where possible, capital loans. 

Where shall this business turn for long- 
time financing? It usually is without real 
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Must Reach Middle 


Individual 
Classes. 


property assets or, in any event, it lacks 
enough of this character of security to war- 
rant a bond issue, and perforce it is limited 
to debentures or preferred stock issues. As 
most successful middle-sized businesses are 
dependent largely on the capacity of one or 
possibly two individuals, neither debentures 
nor preferred stocks would be a conserva- 
tive investment for an isolated investor. But 
such an investment, spread in small allot- 
ments among many investors, each of whom 
carried other investments, would be sound 
business. 

Under such circumstances, where the na 
ture of the business is stable, where success 
has continued over a period of years, where 
high character marks the governing person- 
nel, and where the prospective investor never 
risks more than a fraction of his resources, 
a diversification safety would obtain justify- 
ing the marketing of the securities, if the 
market can be found. Such a market appar- 
ently does not obtain in this country; at least 
it is quite narrow if it exists. 

In England for almost half a century such 
a market has existed through their so- 
called investment trusts. These companies 
are not in fact trust companies in the sense 
of being chartered to act in fiduciary capa- 
cities. They are analogous to the holding 
companies of the electric utility field in our 
country, in that they simply hold securities 
of operating companies. This marked differ- 
ence, however, appears: the utility holding 
companies restrict their investments almost 
entirely to electric light and power companies 
and allied interests, whereas the English in- 
vestment trusts, carrying out the fundamen- 
tal idea of diversification of risk, spread 
their investments among every character of 
business activity. One such company in Eng- 
land now has assets of more than $30,000,000. 
This problem of permanently financing busi- 
nesses of moderate size is logically one for 
the trust companies and banks doing a trust 
business to work out. Its proper solu- 
tion will do more than any other single 
factor to actually anchor business ownership 
in all of the people, as against its gravitating 
towards a business oligarchy. 


Individual Trusts Growing 


HE individual trust field is unlimited in 
its possibilities. 

We are all familiar with the splendid ser- 
vices rendered by trust companies in safe- 
guarding estates as executor, administrator 
and trustee under wills. It will be only a 
matter of a very short time until the indi- 
vidual executor, administrator, or trustee 
will be as usual as a few years ago the 
corporate executor, administrator or trustee 

(Continued on page 549) 
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The Condition of Business 


Bankers Generally Are Agreed that the Outlook for 1927 is 
Favorable. Final Statistics for 1926 Expected to Show Many New 
Records in Production. Agriculture and the World’s Wheat Sur- 
plus. Cotton and Remedial Legislation. Real Estate Mortgages. 


HE start of the new year finds 

bankers generally agreed that the 

outlook is unusually favorable. This 

does not necessarily mean a more 
prosperous year than ever before, and that 
the familiar breaking of high records in 
production and trade can go on indefinitely ; 
on the contrary most authorities, leaving out 
those speaking in behalf of special lines and 
the perennially optimistic forecasters, look 
for some recession from the rapid pace of 
1925 and 1926. 

There will likely be some readjustments 
taking place in the motor industry, and an 
eventual slowing down in the building and 
mortgage business, both of which will affect 
steel manufacturing. The agricultural situa- 
tion in the West is better than at any time 
since 1920, but can not yet be regarded as 
satisfactory. The overproduction of cotton 
by southern farmers broke the price to 
below the cost of growing, but this in turn 
has brought a revival of the mill industry, 
the first in years. 

There are a number of clouds in the busi- 
ness sky, clearly defined and quite sizeable, 
but when has there been a time when this 
was not true? Modern business today is so 
diversified that a certain shifting among the 
different industries is always taking place, 
but as for any general recession of serious 
proportions and applying to all lines, this is 
improbable in view of the strong and liquid 
position of our banking system. 

If 1927 proceeds as a normal year, bankers 
will be well satisfied. Operating on a basis 
of comparatively stable commodity prices, 
and with ample productive capacity and in- 
ventories, trade should be well maintained, 
and will naturally gravitate into the hands 
of those well-established and carefully man- 
aged concerns best able to meet competition. 
This is true prosperity, as contrasted with 
false prosperity based on credit inflation or 
unbalanced economic relations. The present 
condition inspires confidence, but calls for 
conservative policies. 


The Record Year 1926 


INAL statistics of the major trades and 
industries covering the year 1926 will 
show in a large number of cases the highest 
figures in history and substantial gains even 
over 1925. The list of new records in pro- 
duction will include pig iron, steel, building 
construction, cement, automobiles and trucks, 
petroleum and gasoline, copper and zinc, soft 
coal, silk, newsprint and cigarettes. 
Tremendous retail trade during the holi- 
day season by leading department stores, 
chain store organizations and mail-order 
houses ended their biggest year in a blaze of 
glory. 
In agriculture, cotton: was not the only 
product breaking previous records, for the 
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A picture of this country’s produc- 

tion activity, showing an increase of 

4 per cent over 1925, 15 per cent over 

1924 and 21 per cent over 1917, the 

most active war-time year, is shown 

in this chart, prepared from data of 
the Standard Statistics Co. 


1926 pear and peach crops have never been 
excelled. 

The railroads have had a record year both 
as regards traffic and earnings, also taxes 
paid, and public utility systems made a sim- 
ilar showing as to production of electric 
power and gross and net profits. The wage 
scales of railway, factory and _ building 
workers were raised to the highest level 
ever reached. 

Our general prosperity was reflected in un- 
precedented dividend distributions. Prices 
of bonds during 1926 reached the highest 
prices in their history with all classes par- 
ticipating in the advance—Libertys, rails, 
utilities, municipals, industrials and foreign 
issues, while the stock market as measured 
by the well-known indexes and by individual 
shares also attained new heights during the 
year. New capital issues, both domestic and 
foreign, set a record. 

Banking deposits of national and state in- 
stitutions continued their normal growth and 
aggregate the largest in history, as do loans 
and discounts, and investments, but bills pay- 
able and rediscounts are conspicuous by their 
absence from most bank statements. Bank 
clearings established a record in spite of a 
declining price level, and volume of life 
insurance written was larger than ever 
before. 


Agriculture 


HOUGH certain agricultural regions of 

the country, notably the cotton states, 
suffered reverses, yet taken as a whole the 
farmers improved their position last year. 
Parts of the spring-wheat states harvested 
a poor crop, but winter-wheat growers, live- 
stock raisers and dairymen have earned good 
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returns and underlying conditions in the’ 
corn belt have improved. Speaking gener- 
ally, the position of agriculture is better now 
than it has been in any year since 1920. 

This notwithstanding the fact that Sec- 
retary of Agriculture Jardine estimates the 
farm value of all products last year at 
$7,801,313,000, as against $8,949,325,000 in 
1925. Livestock products are not yet esti- 
mated, but should aggregate about $6,000,000, - 
000. These represent in large measure some 
of the crops that are included in this esti- 
mate. The real value of the livestock prod- 
ucts, exclusive of the crops fed to them, may 
be roughly estimated at $1,500,000,000. 

The Department of Agriculture’s final 
crop report gives the yield of winter-wheat 
last year as 626,929,000 bushels, an increase 
of 56 per cent compared with 1925, while 
spring wheat, including durum, amounted to 
205,376,000 bushels, or 25.2 per cent lower 
than the preceding year. Prices worked to 
lower levels all year, the present quotation 
of around $1.35 for cash wheat in Chicago 
comparing with an average of $1.78 in 
January, 1926. 

The world’s wheat surplus for the year 
1926-27 is estimated by the International In- 
stitute at Rome at 880,000,000 bushels, while 
import needs are reckoned at 755,000,000 to 
775,000,000 bushels, leaving an excess of ap- 
proximately 100,000,000 bushels over require- 
ments. This estimate is larger than that of 
some domestic statisticians, but in any case 
it appears that available supplies are suffi- 
cient to cover consumptive requirements 
until the next harvest in the northern hemi- 
sphere, and that there will be a fairly large 
carryover at the end of the present season. 
An area of 41,802,000 acres of winter wheat 
is estimated as sown in the United States 
last fall, representing an increase of 5 per 
cent over a year ago. 

The corn crop amounted to 2,645,031,000 
bushels, or 9 per cent lower than in 1925. 
Prices fluctuated up and down during the 
year, but are now at $0.73 for cash corn 
in Chicago, practically the same as one year 
ago, while the January average two years 
ago was $1.20. The oat crop of 1,253,739,000 
bushels was 15.7 per cent less than in 1925. 
and current prices are a few cents higher 
than at this time in 1926. Of the other small 
grains, the barley, rye and flaxseed crops 
were all smaller than in 1925, while rice was 
larger. 

The white potato crop of 357,800,000 
bushels was 10 per cent above 1925 but still 
below the average over a period of years. 
while sweet potatoes totaled 83,655,000 
bushels, or 34 per cent above 1925. The 
crops of apples, peaches and pears were the 
largest for years back. In California, the 
operation of the grape car plan and the 
joining together of marketing associations 
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Messenger Publishing Company 
5932-44 Wentworth Ave., Chicago, IIl. 


Gentlemen: 

Please send me FREE Sample of Messenger Thrift 
Calendar and details of your plan for supplying them 
with my name imprinted. 


Name 


Address 


City and State. 


Here is the 
BANKER’S OWN CALENDAR 


st. Messenger Thrift Calendar is designed especially for bankers. 
There are separate calendar sheets and different thrift art subjects 
for every month. Each picture tells the story of thrift in a distinctive 
way, constantly varied and effective to keep your impression fresh, 
alive, interesting to the very last day in the year. The illustrations are 
seasonable, full of human interest and appeal and beautifully repro- 
duced in full colors. Pithy adages increase the timeliness and personal 
touch of the Messenger Thrift Calendar. All holidays, special days, 


birthdays of great men are illustrated on their dates, adding still greater 
usefulness and interest to this calendar. 


The Messenger Thrift Calendar 


always finds a PLACE ON THE WALL 


for hey and stays there 365 days in the year. It is preserved 

SAMPLE because of its beauty, freshness and usefulness. It is 

and further information about effective in building up better banking business be- 

our proposition to bankers, th : 
mail the coupon today cause of that single concentrated message “SAVE 


told by picture, word, color. 


MESSENGER PUBLISHING COMPANY 
5932°44 Wentworth Ave., CHICAGO 


When writing to advertisers please mention the American Bankers Association Journal 
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Double 
Security 


on? AND 
“Su, 
¢ 


HERE 


curity in a bankers’ 


is double se- 


blanket bond—broad cover- 
age against financial loss 
and protection against pub- 
lic censure that is partic- 


ularly exacting in the case 


of financial institutions. 


May we have our agent in 


your city give you the facts? 


United States Fidelity 
and Guaranty 


Company 


Baltimore Maryland 


A branch or agency in every city 


and some of the principal independent ship- 
pers to establish a grape clearing house, as- 
sisted in stabilizing prices and handling the 
shipments of the ever-increasing grape pro- 
duction. The extreme heat in some Pacific 
Coast sections last summer coupled with 
torrential rains in others mitigated somewhat 
against the orange and lemon crops, but 
beans, almonds and fresh vegetables have 
been profitable and the situation there and 
throughout the Southwest generally is satis- 
factory. 


Cotton 


HE latest Government estimate on cot- 

ton is for a yield of 18,618,000 bales, 
comparing with 16,103,679 in 1925 and a 
ten-year average for 1916-1925 of 11,723,000 
bales. It remains to be seen, however, how 
much will go unpicked due to the low prices, 
the lateness of the season and the wet 
weather. Reports of ginnings to date indi- 
cate that the actual yield may run only 1,000,- 
000 bales above 1925. While trade buy- 
ing has helped as a stabilizer, there will un- 
doubtedly be a large carryover into next 
fall. 

There is still heard in some quarters the 
explanation that “short selling” by the “spec- 
ulators” was the cause of King Cotton of 
the South being dethroned from first place, 
measured by value of crops, in favor of 
King Corn of the Middle West. The time 
has arrived to turn an ear from such non- 
sense and to make intelligent plans for a 
curtailment of this year’s crop. Acreage for 
harvest last year was 47,653,000, compared 
with 34,985,000 ten years before, and the 


_cotton farmer knows as well as anybody else 


what has taken place in the dry goods and 
women’s clothing line in the way of fewer 
and shorter clothes, the vogue for silk, etc. 
No amount of “short selling’ can keep a 
price below its true value indefinitely; as for 
the “speculators,” they among others, have 
aided the farmer by stepping in to purchase 
surplus cotton and have thereby acted as a 
check to the price possibly going to ten cents 
or lower. 

At the meeting in Chicago last month of 
the Agricultural Commission, American 
Bankers Association, an interesting state- 
ment of how Georgia is solving the farm 
problem was made by H. Lane Young, who 
is executive manager of the Citizens and 
Southern Bank, Atlanta, and member of the 
commission for the Sixth Federal Reserve 
District. He said, in part: 


“The meagre start we have made in Georgia in 
diversified farming has within itself solved the 
cotton problem in the diversified farming com- 
munities, but in communities where diversification 
is not being followed the cotton growers are suf- 
fering just as all one-crop growers always have and 
always will. 

“Georgia the past season produced 19,304 car- 
loads of watermelons, 17,460 cars of peaches, 100,- 
000,000 pounds of peanuts, 2,070,000 gallons of 
syrup, 5,000,000 pounds of pecans, 9,000,000 
bushels of sweet potatoes and $12,000,000 worth of 
tobacco. We have also made considerable progress 
in dairying, making an increase of 4344 per cent 
in the past six years. When we bear in mind also 
that Georgia’s cotton area in 1925 was only 3,589,- 
000 acres against 5,220,000 for 1919, you can 
realize that the farmers and business men have 
been endeavoring to get away from the one-crop 
system producing only cotton as a main crop. Ten 
years ago we were producing far more than 2,000,- 
000 bales of cotton, while this year, although the 
crop has been unusually good, we will produce 
only 1,500,000 bales.” 


J. Elwood Cox, president Commercial Na- 
tional Bank of High Point, N. C., speaking 
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before the same commission on “Balancing 
Agriculture and Industry,” said in part: 


“I do not conceive it to be our duty to tell the 
farmer how he should farm. It does seem, though, 
that we can give some business advice which jf 
followed will redound greatly to his advantage, 
Perhaps we can aid in eliminating waste. Certainly 
we can counsel helpfully on matters concerning 
credit. We want to and we do, to an extent, ad. 
vise confidentially on investments. 

“In our state and national research departments 
tests are being made daily by experts in agriculture, 
It is from those institutions that advice, wholly 
free from bias, is disseminated. We should urge 
closer relations between the farmer and the ad. 
visory agencies maintained for his use. 

“Crop rotation is highly desirable, and we can 
do much to break up the practice prevalent in 
some sections of growing the same crop year after 
year. 

“It seems an absolute necessity that the farmer 
shall supply his own table from his land as far 
as possible. Incidental to this, and included in 
it, is the raising of livestock. aising the crop is 
only one feature of farming. Marketing the crop 
is the other part of it, and upon the manner of 
marketing, depends the size of the return. 

“Cooperative marketing seems to hold many pos. 
sibilities. However, that alone can never solve 
the problem. Cooperation in planting, as well as in 
marketing, is essential. 

“We can assist in marketing by aiding the far- 
mer to carry his crops until such time as he desires 
to sell. There should be the same community of 
interest between the business we represent and that 
of agriculture that there is between banking and 
industry. Our efforts to establish that relation- 
ship will go a long way towards enabling the far- 
mer to accomplish his own rehabilitation and _re- 
gain and maintain his American independence.” 


Do not suggestions such as the above ap- 
peal more to practical bankers than any 
schemes for Government price guarantees, 
“equalization fees,” “revolving credits” and 
the like, advocated by those who assail the 
old law of supply and demand, and hammer 
on the idea that it should be superceded by 
laws of Congress? 


Livestock and Packing 


HE livestock branch of agriculture has 
passed through a very satisfactory year. 
Marketing of cattle was about 3.5 per cent 
heavier than in 1925, while calves were 4.5 
per cent lower. Prices averaged slightly 
lower, choice steers in Chicago now bringing 
about $9.50 per hundred. The number of 
sheep slaughtered was some 6 per cent more 
than in 1925 and prices, after advancing 
from an average of $15.47 per cwt. in Jan- 
uary; 1926, to $16.03 in June, declined to 
around $12.75 at the present time. Hog runs 
were 6.4 per cent lighter than in 1925, but 
prices, which averaged $12.25 per cwt. in 
January, 1926, and advanced to $14.58 in 
June, have declined to $11.75, reflecting the 
expectation that the large corn yield and the 
known large pig supply will result in heavy 
offerings of hogs during the coming year. 
The International Livestock Exposition 
which closed in Chicago recently was note- 
worthy not only for the record number of 
entries and the top prices obtained for many 
of them, but for the unprecedented interest 
in livestock raising and support of sales 
given by farmers, business interests and 
others. Colonel E. N. Wentworth, head of 
Armour’s Livestock Bureau, in discussing 
the Exposition and its significance, said: 


“The record number of entries is the breeder's 
estimate of the condition of the farmer financially, 
and the high prices received reflect the soundness 
of his judgement. 

“The breeding of quality animals is a long- 
time proposition, and the breeder cannot relax his 
efforts because of temporary conditions. This year 
he recognized the existence of buyers and a good 
market for his products and accordingly increased 
the number of his entries. 

“Prices received for breeding stock indicate that 
the livestock farmer is doing well, while the high 
prices received for cattle and sheep reflect the 
prosperity of the consumer. 
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“The pure bred cattleman is coming back, and 
the commercial cattle industry is recovering. Pure 
bred bulls for range purposes have sold up well, 
although the demand for heifers has not come up 


as yet. 
“Cattle may go .a little higher, as we are at 
the low point in supplies. any cattle are too 
heavy for what the consumer wants, and beef has 
suffered from the competition of other meats and 
poultry, so that although we are short on cattle, 
prices have not been at the high. Cattle, however, 
should do well over the next four or five years. 

“At the Exposition there was more activity in 
horses than since the war. Breeding operations 
have been at such low ebb that there are not 
enough heavy draft horses. Some states need to 
breed two or three times as many mares as they 
have, with the exception of the range states. Sev- 
eral mares sold at $1,500 a head.”’ 


Most meat packers had a steady move- 
ment of tonnage and a satisfactory year. 
In the spring months profits were hard to 
secure due to the rise in livestock prices, but 
a rise in provision prices in May and June 
enabled them to make money rapidly. Then 
in October they suffered a slump in provision 
prices, whose exact effects depended on how 
much reserves were set up by each company 
when prices were high. Provision stocks 
as a whole were lower at the close of the 
year, with the exception of lard, which, how- 
ever, should move into consumption readily 
with sufficient cold weather. The record 
cotton crop, furnishing a large cottonseed oil 
output at lower prices, has again made oleo- 
margarine an impotrant competitor to lard. 
The South American “meat trade war” 
which has been carried on for so long is 
understood on good authority to be near a 
settlement on the basis of allotting tonnage 
among the different interests involved. 


Sugar Outlook More Hopeful 


Ts sugar industry has finished an un- 
satisfactory year, the low prices cutting 
profits severely and in the case of many 
companies causing substantial deficits. The 
estimates for world production this year 
have been revised downward again, the Wil- 
lett & Gray calculation being for 23,149,000 
long tons, which is 1,229,903 below last 
year’s total. Recently prices have been 
working to higher levels and the outlook for 
the present year is regarded as favorable. 
Cuba, the principal producer, will restrict its 
grinding to perhaps 1,000,000 tons below the 
cane supply, although in the United States 
the domestic: beet raisers, protected by a 
2.206 cent per pound tariff, have been stim- 
ulated to a larger production. 


Automobiles 


HE motor industry has been discussed in 

these columns a number of times during 
1926 and there is no need to go into a detailed 
review. Production for the year, for the 
United States and not including Canadian 
plants should total around 4,271,000 vehicles, 
the highest in history and a gain of 2.3 per 
cent over the 4,175,000 in 1925. During 
December, production was at a low ebb, 
and interest centers on the annual automo- 
bile shows which will be held in New York 
the week of January 15 to 22 and in Detroit, 
January 22 to 29. 

There is a great variety of predictions for 
1927, ranging from a larger year than ever 
before to a ruinous competitive war among 
the big companies, which have during the 
last few years retained enormous earnings 
for plant expansion. The production fig- 
ures published monthly indicate that the in- 
dustry is now divided roughly into three 


Throughout the Year 


The officers and employes 
of this institution, as in years 
gone by, recognize a dual 
obligation of profit and of 
service—to 3500 stockhold- 
ers and 210,000 customers in 
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PARAPHRASED PROVERBS 


Trust Your Business 


to a Busy Bank 


Our Transit and Collection 
Departments in continuous 
operation handle over 150,000 
separate items every day. 


This great volume is received 
from a diversified and exacting 
clientele of nationally known 
banks, firms, and corpor- 
ations (three-quarters of our 
$200,000,000 deposits are 
from “Individual” accounts) 
and necessitates that we avail 
ourselves of the best in per- 
sonnel, equipment, system, 
and collection facilities. 


Our correspondents thus enjoy 
unusual advantages both in 
the service we are prepared to 
render and the business we 
can send to them. 


THE 


PHILADELPHIA-GIRARD 


NATIONAL BANK 


PHILADELPHIA, PA. 


Capital, Surplus and Profits . . . $28,000,000 


parts, viz., Ford, including Lincoln, who pro- 
duces one-third of the total number of 
vehicles and formerly produced over half; 
General Motors, whose numerous subsid- 
iaries account for another third; the re- 
mainder being divided among half a hundred 
sizeable concerns. At the same time it js 
stated by executives of the “independents” 
that these two organizations in no sense 
dominate the motor industry and that the 
field is more free than ever before. Time 
alone can clear up the picture, and doubtless 
will, 


Oil and Gasoline 


N the oil industry, the attainment of new 

high records in production of crude pe- 
troleum, the one qualification that was put 
to optimistic forecasts for the industry has 
again caused supply to overbalance demand 
and will mean carrying huge stocks of 
crude oil and gasoline over another winter. 
The oil industry has been on the threshold 
of prosperity for so long that many stock- 
holders doubt if it ever will be rid of the 
overproduction menace. Output of crude 
for the week ended December 25 averaged 
2,402,350 barrels daily, the highest in history, 
and 22 per cent above that at the begin- 
ning of the year. The big increase last fall 
was from the Seminole (Oklahoma) field, 
but the Spindletop (Texas) and the revived 
Los Angeles Basin (California) territories 
have also contributed to the increase. 

Moreover, it must be kept in mind that 
while the consumption of gasoline, the chief 
product, is greater than ever before, the re- 
finers by constant improvement in cracking 
processes are getting a higher percentage 
yield of gasoline than ever before. Ten years 
ago the average gasoline yield was 19 per 
cent; now it is over 38 per cent, which 
means that one barrel of crude supplies 
what formerly required two barrels. 

Crude production for the year will ap- 
proximate 767,000,000 barrels, compared with 
763,800,000 barrels in 1925, a gain of 0.4 
per cent. Gasoline production wil be around 
286,000,000 barrels as against 259,560,000 in 
1925, a gain of 10.2 per cent. 

It should not be inferred that the oil in- 
dustry in 1926 did not have a moderately 
prosperous year; indeed for many companies 
the earnings will be the best in their his- 
tory, and a number of dividend increases 
have been voted in recent months. A tabu- 
lation of cash dividends paid by the so-called 
“Standard group” of companies, now in- 
dependent, shows an aggregate disbursement 
last year of $200,263,594, as against $153,- 
506,099 in 1925. The outlook for this year 
is regarded as favorable. 


Rubber and Tires 


UTOMOBILE tire production in 1926 

approximated 44,750,000 casings of all 
types, compared with 45,432,000 in 1925, a 
decrease of 1.5 per cent. Sales throughout 
the year were somewhat backward, due in 
part to the spectacular decline in crude rub- 
ber prices and the attitude of dealers and 
consumers in holding off for corresponding 
reductions in tire prices. Inventories are 
again piling up, as usually occurs during the 
winter season, and earnings of the manufac- 
turers all suffered because of the loss on 
high-priced rubber. However, with rubber 
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now apparently stabilized around 40 cents 
per pound, compared with over $1 in Janu- 
ary, 1926, the new year should bring normal 
profits provided that manufacturers do not 
overproduce and that the motor industry 
holds up. 

Projects for American rubber growing in 
Africa and the Far East are being pushed, 
and it is reported that leading tire builders 
in this country have joined together in estab- 
lishing a $40,000,000 credit to be used for 
the purpose of minimizing price fluctuations 
of crude rubber. 


Steel 


HE steel industry last year was marked 

by two features, one, the largest output in 
history, and the other a declaration of a 40 
per cent stock dividend by the United States 
Stecl Corporation. 

The year’s production of steel ingots and 
castings will approximate 48,400,000 gross 
tons, which exceeds by 6.7 per cent the 1925 
total of 45,393,524 tons and tops even the 
best war-time years. Prices are practically 
unchanged, the Iron Age index for finished 
steel products standing at 2.453 cents per 
pound, compared with 2.448 cents in Janu- 
ary a year ago, and representing 141 per 
cent of the 1913 average of 1.663 cents. 

Production toward the end of the year 
was curtailed down to 65-70 per cent of 
capacity, and steel buying always slows down 
prior to the date of inventory taking, but 
an expansion in January is looked for. After 
that the industry will be governed by the 
course of general business and any long- 
range predictions are of questionable value, 
particularly as the manufacturers have ap- 
parently accepted the policy of adjusting 
output to hand-to-mouth buying. 

The declaration of the long awaited stock 
dividend was an occasion for the usual mis- 
statements as to the significance of this dis- 
tribution and regarding stock dividends in 
general. The directors of the Corporation, 
at their meeting on December 16, authorized 
a stock dividend of 40 per cent, which means 
that every holder of 100 shares of common 
stock will receive, provided the stockholders 
at the annual meeting the third Monday in 
April approve, forty additional shares of 
common stock. This will increase the out- 
standing common stock (par $100) from 
$508,302,500 to $712,305,578, and the increase 
of some $203,000,000 was referred to in the 
press as a “Christmas present” “melon,” 
“bonus,” etc. 

The formal announcement by the corpora- 
tion said nothing regarding what rate of 
dividend would be paid on the new capital- 
ization, beyond that property conditions and 
earning power justify the proposed increase 
in capital. It is generally assumed in Wall 
Street that the present rate of $7 per share 
will be maintained, and if so the holder of 
100 shares now and 140 shares eventually, 
would receive $98 cash dividends annually 
instead of the present $70 and would be 
better off by that extent. Some opinions, in 
the minority, voice the possibility that the 
new stock will be put on a $5 basis, which 
was the regular dividend for several years 
up to 1926. If that happens, the holder of 
140 new shares would receive $70 cash an- 
nually, the same as at present. 

For the time being, therefore, the new 
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stock, when and if issued, can be regarded 
only as a transfer from surplus account to 
capital account, a mere bookkeeping entry. 
A stockholder’s proportionate interest in the 
assets and earnings of the corporation is 
changed in nowise, except for the recogni- 
tion that a portion of earnings that have 
been retained in the business for plant ex- 
pansion are definitely added to capital ac- 
count and accordingly would be expected 
to earn, and pay out, a reasonable return as 
such. Any talk about a $203,000,000 gift to 
stockholders reveals a misunderstanding as 
to the nature of a stock dividend, a subject 
which for some reason -appears hard for 
most people to grasp, whether they be 
writers, legislators, or even bankers, who 
certainly should know better. 


Building 


UILDING construction is another line 
scoring a new high record last year, the 
1926 total value of contracts awarded, as 
reported by the F. W. Dodge Corporation 
and covering the thirty-six principal states, 
approximating $6,000,000,000, a gain of 3.5 
per cent over the 1925 figure of $5,821,200,- 
000, and four times that of 1916, though it 
must be remembered that building costs 
have increased a great deal since then. 
Labor, which in construction work com- 
prises from 30 to 45 per cent of the total 
cost, is always an important factor, and 
union labor costs in the building trades rose 
more than 6 per cent during the last twelve 
months. The Engineering News-Record has 
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Banks Endorse 


Credit Insurance 


Representative banks in all parts of the country 
are recommending this great protective service 
for safeguarding their customers against bad 
debt losses. 


A Leading Boston Bank writes: “Credit Insur- 
ance not only places merchants in a more favor- 
able position with reference to credit granting by 
their banks, but also gives evidence of a policy 
of conservatism in providing against failures at 
all times.” 


A Leading Bank of San Francisco writes: “A 
borrowing account carrying with it a measure of 
Credit Insurance on its receivables is a far better 
credit risk in every way than without.” 


A Prominent St. Louis Bank writes: “Inasmuch 
as the annual turnover of a merchant is several 
times the value of his stock on hand at any given 
time, it is of vital importance that his credit ac- 
counts be insured against unusual loss through 
bad debts.” 


A National Bank of New York writes: “We have 
incorporated in our financial statement blanks 
the question: ‘Do you carry Credit Insurance?’ ” 


Interesting literature, and any specific informa- 
tion about American Credit Insurance which 
may be desired, will be furnished gladly to any 
Banker upon request. 


Clhe AMERI CAN 


CREDIT~- INDEMNITY Co. 


OF NEW YORK J. FADDEN, prEsIDENT 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
In Canada—Toronto, Montreal, etc. 


made a study which shows that union wage 
rates, using 100 as the base of the index in 
1913 and including all types of workmen 
. engaged in construction activities, now stand 
at 248. 

Wage increases have been granted con- 
stantly, the latest being a general increase in 
San Francisco to take effect January 1. 
Contractors and owners have become in- 
creasingly skeptical as to whether they can 
meet such increases by raising rents in cor- 
responding degree so as to net a satisfactory 
return. The National Association of Build- 
ing Trades Employers, which met in Pitts- 
burgh in December, went on record as op- 
posed to any further increases, or to grant- 
ing the five-day week, which is being ad- 
vocated. 


Real Estate Mortgages 


NVESTORS in real estate mortgages as 

well as underwriting houses appear to be 
scrutinizing this type of issue more carefully 
than ever before. With an overbuilt situa- 
tion in some types of construction, vacancies 
and falling rents, and a let-up in some lo- 
calities that appears more than seasonal, the 
building industry would seem to be approach- 
ing nearer that overdue period of recession, 
even though it be gradual and be offset by 
certain large municipal projects. 

Among the industries supplying building 
materials, cement production made a new 
high record last year with an output of 
around 163,000,000 barrels, which was 1.2 


per cent over the 1925 total of 161,160,000 
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barrels. Lumber production ran below 1925, 
yellow pine being down 6.8 per cent, douglas 
fir down 1.2 per cent and western pine down 
3.6 per cent, but the industry followed a dis- 
creet course and prices throughout the year 
showed only a moderate declining tendency. 
in spite of the competition between the 
great number of independent units, some 
30,000 mills. 

For electrical machinery manufacturers. 
1926 was a banner year, witnessing the 
usual annual gain in public utility buying, 
radio, electrical refrigerators and other 
household appliances, and the trade expects 
1927 to be just as good.” Machinery and 
tool manufacturers likewise enjoyed the best 
volume and profits for some years back. 
although they naturally did not reach the 
dollar figures of the war and _ post-war 
boom period. 


New Financing 


A NUMBER of the other important in- 
dustries will be reviewed briefly in the 
February issue of the JourNAL, including 
the non-ferrous metals, leather and_ shoes, 
textiles and clothing, coal, tobacco and paper; 
also railroads and equipment, foreign trade 
and foreign exchange, money and _ banking, 
Government finance, and the stock and bond 
markets. 


New offerings during December numbered 
the following: 


$229,264,500 U. S.. Treasury Certificates of In- 
debtedness, Series TS-1927, bearing 314 per 
cent, maturing “7 15, 1927, allotted at par. 

of N. Y., deb 4%s, 
ue » price 4, to yield 4.67 per cent. 

35,000,000 Chile Copper Co., "an. 5s, F a 1947, 
Price 9634, to yield 5%4 per cent. 

24,121,000 Province of Buenos Aires, Argentina, 
ext. s. f. 7s, due 1957, price 9434, to yield 
7.40 per cent. 

20,000,000 Port of New York Authority, N. Y.-. 
N. J. bridge series B 4s, due 1936-1950, 
prices 98.38-96.99, to yield 4.20 per cent. 

20,000,000 Berlin, Germany, City Electric Co., Inc., 
s. f. deb. 6%s, due 1951, price 98, to yield 
6.65 per cent. 

15,700,000 City of Los Angeles, water works, elec. 
plant, etc., serial 414s, due 1927-1966, prices to 
yield 4-4.35 per cent. 

10,000,000 State of North Carolina, school and 
highway serial 4%4s, due 1929-1950, prices to 
yield 4.15 per cent. 

10,000,000 Interstate Public Service Co., Ist and 
ref. series D 5s, due 1956, price 96, to yield 
5% per cent. 

10,000,000 Detroit City Gas Co., Ist series B 5s, 
due 1950, price 100, to yield 5 per cent. 
10,000,000 Standard Gas & Electric Co., deb. 6s, 
due 1966, price 99, to yield 6.06 per cent. 
10,000,000 Mortgage Bank of Chile, agricultural 
6 per cent notes, due 1931, price 9834, to 

yieid 6.30 per cent. 

8,000,000 Republic of Costa Rica, ext. sec. s. f. 7s, 
due 1951, price 95%, to yield 7.40 per cent. 

7,500,000 Illinois Power & Light Corp., Ist and 
ref. series C 5s, due 1956, price 97, to yield 
5.20 per cent. 

7,500,000 Wisconsin Central Ry. Co., sec. 5 per 
cent notes, due 1930, price 99, to yield 5.35 
per cent. 

7,145,000 City of Toronto, Canada, serial 414s, due 
1929-1956, prices to yield 4.80 per cent. 
7,000,000 New York Water Service Corp., Ist 
series A 5s, due 1951, price 94%, to yield 5.40 

per cent. 

6,500,000 New York Trap Rock Corp., Ist s. f. 6s, 
due 1946, price 98%, to yield 6% per cent. 

6,000,000 Virginia Electric & Power Co., Ist and 
ref. series A 5s, due 1955, price 96%, to yield 
5.23 per cent. 

6,000,000 Mortgage Bank of Columbia, s. f. 7s, 
due 1946, price 9534, to yield 7.40 per cent. 

6,000,000 United: Industrial Corp., Germany, s. f. 
deb. 6%4s, due 1941 price 97%, to yield 6% 
per cent. 

6,000,000 New Jersey Power & Light Co., Ist 5s, 
due 1956, price 99, to yield 5.06 per cent. 
6,000,000 McCrory Stores Corp., deb. 5%s, due 

1941, price 98, to yield 5.70 per cent. 

5.450.000 Harriman Building Corp., 1st s. f. 6s, 
due 1951, price 100, to yield 6 per cent. 

5,171,000 City of Montevideo, Uruguay, ext. 5. f. 
series A 6s, due 1959, price 93%, to yield 6% 
per cent. 
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Profits in Chain Store 


(Continued from page 494) 


average of $250,000 per store, although it is 
understood that at least one Liggett store 
does more than $1,000,000 a year. The hold- 
ing company, like Woolworth, has an excep- 
tional record of heavy and stable earnings. 

The Owl Drug Company, San Francisco, 
is the second largest chain, capitalized at 
$10,000,000 and having about eighty stores, 
principally on the Pacific Coast. The Wal- 
gren Company, Chicago, ranks third, with 
sixty-five stores (fifty-nine in Chicago), do- 
ing an annual volume of $9,000,000, or about 
$138,000 per store. During the latter part 
of December there were rumors forecasting 
the inauguration of a coast-to-coast chain of 
drug stores, with the Owl concern as the 
neucleus and important tobacco and drug in- 
terests representing the syndicate in the East. 

“The Druggists’ Circular” is also study- 
ing the chain store movement in the drug 
field, and has compiled figures as to sales, 
etc., which also show the increasing propor- 
tion of general merchandise of all kinds 
handled by the modern drug store, and its 
decreasing dependence on prescription and 
household drugs, proprietary medicines and 
toilet products. 

Lack of space prevents a detailed discus- 
sion of chain stores in many other fields in 
which they have been expanding during the 
last decade. There are over 1000 chains 
specializing in dry goods and wearing ap- 
parel, of which J. C. Penney Company is 
one of the most important. The retail shoe 
field includes M. Samuels & Co., G. R. Kin- 
ney & Co., Inc., Melville Shoe Corporation, 
W. L. Douglas Company, Regal Company, 
Feltman & Curme Shoe Stores Company, 
operating from 50 to over 1000 stores each, 
and smaller chains sell the Hanover, Walk- 
Over, Rice & Hutchins, Florsheim, Beck- 
Hazard, Blyn, and so on. 

There are over 100 candy and confec- 
tionery chains in the United States, of which 
the more prominent are Happiness Candy 
Stores, Inc., Huyler’s, Loft, Inc., Schrafft’s 
(frank B. Shattuck Co.), The Mirror and 
Fanny Farmer Candy Shops, Inc. The chain 
movement is proceeding in moderate degree 
in hardware, sporting goods, jewelry, opti- 
cal goods, tires and automobile accessories, 
hats and caps. 


Seeret of Chain Store Success 


r one attempts to formulate the princi- 
ples by which our colossal chains, such as 
Woolworth, A. & P. and scores of medium- 
sized and small companies have achieved 
such success, it will be found that they are 


numerous indeed. In the nineties we wit- 
nessed the advent of the department store, 
but today the chain store holds the center 
of the stage. During this short space of 
time our system of merchandising has been 
revolutionized. 

_At one time dry goods were sold exclu- 
sively in dry-goods stores, shoes in shoe 
stores, china in queensware shops, and so 
through the list. It was the department 
store’s boast that it sold everything under 
one roof, thereby effecting endless econo- 
mies and conveniences over the individual 
shop. Nor did it stop there. It added rest 
rooms, hospitals, nurseries, cafés, art gal- 
leries, pipe organs and free musicales, lec- 
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ST. LOUIS NATIONAL BANK 
St. Louis, Mo. 


(65° ENABLE a banker to make an intelligent deci- 

sion as to the advisability of going into a building 
project—our latest publication, “Preliminary Service 
for Contemplated Bank Buildings,” shows how we 
present a comprehensive building program, including 
plans, sketches and condensed specifications, together 
with estimate of total cost. 


A copy will be mailed you for the-asking 


ST. LOUIS BANK BUILDING 


AND EQUIPMENT COMPANY 
Banks Exclusively 


NINTH AND SIDNEY STREETS 


+ ST. LOUIS, MO. 


tures, historical relics, theater ticket offices, 
branch post offices, and, more recently, radio 
broadcasting stations, free parking space 
and chauffeurs’ club rooms, all for the com- 
fort and diversion of the customer. 

Three great stores in particular—located 
in Chicago, Philadelphia and New York— 
have become literal museums of the arts 
and trades. 

The chain store concentrates on a narrow 
field of goods, doubles and triples the de- 
partment store’s turnover, drops the art gal- 
leries and musicales, buys in tremendously 
larger quantities, sells for cash and does not 
deliver. A department store may do a 
$10,000,000-a-year business—several do a 
greater; but this volume is split up among 
a hundred departments, each handling a dif- 


ferent line. These departments average only 
$100,000. The very lack of concentration 
of the department store that once was its 
chief advantage has become its chief weak- 
ness in the present contest. 

Several advantages of chains over the 
independent small retailer are quite obvi- 
ous and require no argument to the banker. 
A large organization of chain stores can 
have the most expert direction in selecting 
desirable locations. It can open and close 
stores as may be necessary to follow the 
shifting trade centers of a city, without. 
heavy expense. Sales methods that are 
found to be most effective may be standard- 
ized for all stores. Branch managers and 
employees are all handled by a central per- 
sonnel department, which makes for mobil- 
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FINNELL SYSTEM 
of Electric Scrubbing, Waxing and Polishing 


Adopted by 
9,500 
Buildings, 
Business 
Concerns 


and 
Institutions 


(Names on 
request) 


Pays for Itself Quickly 


If it costs you more than 742 cents per hundred square 
feet (including labor and supplies) to get CLEAN 
FLOORS, you are losing money. 


FINNELL equipment will save its cost in from three 
months to two years. It can be operated efficiently by 
either men or women. Adopted by 9,500 buildings, firms 
and institutions. 


There are six new and efficient models of the FINNELL 
Scrubber—a right size for any building, large or small. 
Each is designed to scrub floors CLEAN under the most 


trying conditions. 


For Waxing and Polishing 
Linoleum and Wood 


Prolong the life of your linoleum by waxing and polishing 
with the FINNELL SYSTEM. Protect your investment, 


beautify your floors and save labor. 


Modern Standards Demand Clean 
Surroundings 


CLEAN FLOORS are a business criterion—the 
visible evidence of self-respect and consideration for 
others. They promote habits of cleanliness and 
eficiency. Enjoy the economical advantages of 


CLEAN FLOORS—and have them cleaned eco- 


nomically. 


The New 
Electric Way 


INNELL 


FREE BOOKLET! 
“Your Questions Answered by 
Users” sent on request—Address 


FINNELL SYSTEM, Inc. 
121 N. Collier Street 
Hannibal, Missouri 

Floor Machine Headquarters for Twenty-one Years 


District Offices in Principal Cities of U. S. 
Standard Bank Bldg., Ottawa, Ont., Canada. 


ELECTRIC FLOOR MACHINE 
Tt Waxes \It Polishes<It Sands* It Scrubs 


ity, and they are sent through the organ- 
ization’s training schools. Standardization— 
and economy—are secured in store construc- 
tion and equipment, in window displays, 
counter cards, advertising, accounting sys- 
tems, auditing. 

A tremendous advantage is gained in pur- 
chasing by large quantities, whether it be 
from domestic manufacturers or goods im- 
ported from abroad. 

On this point Wadsworth H. Millen, 
writing in the Harvard Business Review on 
“Some Aspects of Chain Store Develop- 
ment,” summarizes: 

“It has been pointed out that almost all 
retailers buy some of their commodities di- 
rect from the producer. But the chain has 
proceeded much further in this direction, 


and in many fields the jobber has virtually 
been eliminated as a factor in chain-store 
purchasing. Retail grocers buy from 70 per 
cent to 80 per cent of their stocks from 
jobbers and wholesale grocers, to roughly 
summarize the findings of the Harvard Bu- 
reau of Business Research. Chains prob- 
ably secure five-sixths of their stocks from 
the manufacturer. In the drug field, the 
retailer buys 60 per cent of his supplies from 
the jobber, while the chain purchases less 
than a fifth of his stock in this way. The 
average shoe retailer buys 40 per cent of 
his shoes from intermediate sources, but the 
chain secures over 90 per cent of its supply 
direct. The average tobacco chain probably 
purchases as large a proportion of its re- 
quirements from the manufacturer as the 
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shoe chain, but the retailer in this field prob. 
ably depends upon the jobber for over three- 
fourths of his requirements.” 

When the chain organizations go direct 
to the source of supply instead of buying 
through the wholesaler or jobber, their 
large orders and cash terms naturally give 
them preferential prices. The statement that 
our merchandising system is being revoly- 
tionized is not believed to be sensational, 
or at least not exaggerated, and might be 
put even more strongly. 

Among the many interesting facts con- 
tained in Herbert Hoover’s recently issued 
annual report of the United States Depart- 
ment of Commerce, none was more signifi- 
cant than the data relating to trade. Secre- 
tary Hoover presented a table of major eco- 
nomic indexes, which are based on 100 for 
the calendar year 1919, of which those re- 
lating to trade are as follows: 

Years ended June 30 
1923 1924 1925 1926 
Department stores .... 118 125 126 133 
Five-and-ten-cent stores 152 173 196 219 
Mail-order houses .... 100 110 122 
Wholesale trade 82 83 8 


These figures show that, whereas depart- 
ment store trade in 1926 was 33 per cent 
above the 1919 level, five-and-ten-cent store 
business was 119 per cent higher, and whole- 
sale trade actually 15 per cent below that of 
seven years previous! They confirm, in 
short, that the wholesaler and jobber are 
being displaced by the great chain store 
systems and department stores, which also 
buy direct and eliminate the middleman’s 
profit. If the smaller retailer is having a 
fight to hold his own against the chain sys- 
tems that can offer goods so much cheaper, 
the wholesaler and jobber are having an 
equally difficult time to keep from slipping 
from year to year. 


The Outlook Satisfactory 


—— into the coming year, it seems 
likely that the general retail merchan- 
dising trade will continue in favorable posi- 
tion during the early months of 1927. Fol- 
lowing the termination of the holiday buy- 
ing season, sales doubtless will experience 
a sharp decline. The recession, however, is 
unlikely to be any more severe than that 
normally witnessed at this season. To the 
contrary, there are reasons for believing 
that the aggregate volume of first quarter 
business will run at least moderately ahead 
of that for the opening three months of 
1926, when it made a- quite satisfactory 
showing. 

Owing to the decline in cotton prices to 
levels which are below the cost of produc- 
tion, retail buying in the South probably 
will be less active in the early months of 
this year than in the corresponding period 
of last year. But in practically all other 
sections trade is likely to be in heavier vol- 
ume. Despite some recent decline, purchas- 
ing power in the United States is still higher 
than a year ago, acondition which will prob- 
ably continue during the near term at least. 

In point of profits also, the opening quar- 
ter of 1927 promises to be a satisfactory 
period for the trade. Earnings will not be 
nearly so large as in the last three months 
of 1926, but they probably will be slightly 
better than those for the initial quarter of 
last year. 
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The Milreis 
(Continued from page 506) 


revenue was collected in gold exchange, the 
portion of such revenue available for the 
service of foreign debts was insufficient, and 
in any event ‘the collection of a portion of 
the revenue in gold exchange practically 
meant just that much higher taxes. 

The high cost of living was not only felt 
by all classes, but it also led to demoral- 
ization in the national, state and local gov- 
ernments, whose finances were completely 
upset. The policy of the Bernardez ad- 
ministration was to overcome these difficul- 
ties by raising the exchange value of the 
milreis. In May, 1923, the government en- 
tered into a contract with the Bank of 
Brazil, the national fiscal agent of whose 
stock the government owns 51 per cent, 
whereby the government agreed to delegate 
to the bank all right to issue paper cur- 
rency, in return for which the bank agreed 
to limit its profits to 20 per cent per annum 
and to apply its net profits, aside from 10 
per cent to the reserve fund and a sum 
sufficient to pay its usual dividends, to the 
redemption and incineration of outstanding 
government treasury notes. 

The government also agreed to devote its 
own dividends to the same purpose, together 
with any sums the Brazilian Congress might 
vote for the purpose. The government 
adopted twelve pence, or twenty-four cents, 
as an hypothetical value for the milreis, not 
only for the purposes of the contract, but 
as a par value toward the attainment of 
which its energies were to be devoted. The 
bank was authorized to issue notes up to 
three times its gold reserves at this exchange 
value. The bank received the government’s 
gold reserve of 10,000,000 pounds sterling in 
the Caixa de Converséo and abroad, which 
enabled it to issue up to 600,000,000 milreis 
of currency against a gold reserve. The 
bank was also authorized to issue notes at 
the same rate against all the gold produced 
in Brazil, which flowed to it as it had flowed 
into the government’s Caixa de Conversao 
theretofore. 

It was planned that, by the gradual re- 
tirement of the treasury notes and the issue 
of the gold reserve notes, exchange could 
be forced up to twelve pence, or twenty-four 
cents, and it was provided by the contract 
that when exchange had been held at this 
rate for three years, and a gold reserve of 
60 per cent of the gold secured notes had 
been accumulated, all the currency should 
be made redeemable in gold at that rate— 
in other words, that the country would 
emerge from the struggle on a gold basis 
at twelve pence, or twenty-four cents, to 


the milreis, 


Retirement of Currency 


this arrangement the bank re- 


tired 12,803,000 milreis in treasury 
notes in 1924. In 1925 it retired 123,000,000 
milreis in these notes. However, civil war in 
Brazil in 1924 led to an emergency issue 
of bank currency which increased the net 
circulation of paper money during that year 
in spite of the steady reduction of the treas- 
ury notes outstanding. In 1925 the bank 
was able to retire these extraordinary issues 
and brought the total amount of its cur- 
fency issues down to 592,000,000 milreis, 


Greater Foot 
Scraping Surface 
Trap the Dirt. 
Keep It from 
Spreading 


Sure-Footed 
Safe and Sanitary 


Lay Flat, Stay Flat 


Waterproof 
Germproof 


Easy to Clean, 
Easy to Handle 


Use Either Side 
Save Money 
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Everlasting 
Wear 


Yes, Sir—WEAR PROOF MATS will give you 
every mat service any other kind of mat will give 
—and they’ll do it better and cheaper because 
“They Never Wear Out”. 

WEAR PROOF MATS have greater scraping 
surface and dirt-catching capacity than all others. 


By actual test they are 50 per cent more sure- 
footed and slip-proof. They are water-proof, germ- 


proof, and rot-proof. 


Easy to clean and handle. 


No beating or pounding to get the dirt out of them. 
Roll them up and sweep the dirt from under them. 
Lay them down and they lay flat. 

And besides all this, the first cost is the last cost,— 
the most economical of all mats to buy because 


they give everlasting service, 
WEAR. 


Rolls up 
like a Rug 


Please send me your 
Free Book which 
shows how Wear 
Proof Mats will 
save me money and 
end my mat expense 
forever. 


satisfaction and 


Where else can you get all this except in a 
WEAR PROOF MAT? Why be satisfied with 
anything less? 

Send for the Wear Proof Book which shows 
how WEAR PROOF MATS will save you 
money—give you better, safer mats and ever- 
lasting satisfaction. The coupon below will bring 

you prices and complete information. 


WEAR PROOF MAT CO. 
2164 Fulton St. 


Chicago 


the net result of its operations in 1925 be- 
ing to reduce the total amount of paper 
money in circulation by about 10 per cent. 
In the first half of 1926 the bank retired 
81,000,000 milreis of treasury notes, and in 
the latter half of the current year it has 
agreed to retire 68,000,000, making a total 
of 149,000,000 for the year. This will re- 
duce the total amount of paper currency 
of all kinds outstanding in Brazil to 2,555,- 
977,000 milreis, of which 592,000,000 milreis 
are bank notes secured by one-third their 
theoretical value in gold. 

Under this policy the value of the mil- 
reis increased to 14.2 American cents by 
December, 1925, averaging almost exactly 


12 cents for the whole of that year. In 
January of the present year it reached a 
value of 15.87 American cents. About that 
time, however, the political power of the 
low exchange party commenced to exert 
itself. The milreis fell to about fourteen 
cents in April, just before the presidential 
election, and after some recovery fell to 
thirteen cents just before the presidential 
inauguration, around which rate it hovered 
until the definite policy of the new admin- 
istration was indicated. 

Early in December the government intro- 
duced legislation in the Brazilian Congress 
wherein it proposes to attempt to establish 
the currency of the country upon a gold 
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a Tractor 


More and more, bankers are judg- 
ing tractors by the same standards 
of measurement that they value 
bonds. They endorse their cus- 
tomers’ choice of “Caterpillar” 
track type tractors because they 
know that the “Caterpillar” isa safe 
investment and a profitable one. 
On the farm, or for earth moving, 


road building, logging, “Caterpil- 
lars” go hand-in-hand with | 
efficiency, cost reduction, insured | ,1on™” 


results. 
There isa 


“CATERPILLAR” DEALER 


near you 


CATERPILLAR TRACTOR CoO. 


| 
‘Caterpillar’ 


Tractor Prices 


$1850 
Peoria, Illinois 


5-TON . . $3250 
{ Peoria, Illinois 
| THIRTY . $3000 


) Peoria or San Leandro } 


SIXTY . . $5000 


| Peoria or San Leandro 


{ 


Executive Offices: San Leandro, California, U.S. A. 
Sales Offices and Factories: 


Peoria, Illinois 


San Leandro, California 


New York Office: 50 Church Street 


Successor to 


BEST tiring Company” ELOLT 
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basis by stabilizing the monetary circulation 
at its present volume for the time being 
and fixing the gold equivalent of the paper 
milreis at two-tenths of a gram, or 11.963 
American cents. Later in the month this 
legislation was passed by the Congress. 
The government proposes to maintain the 
value of the paper money by the purchase 
and sale of foreign exchange as may be- 
come necessary to that end, and will con- 
tinue those policies in the purchase of gold 
and the control of gold leaving Brazil which 
are designed to increase the country’s’ stock 
of the yellow metal. There is no theoreti- 
cal reason why a higher par value should not 
have been established, but there are abun- 
dant political reasons why a higher rate was 
impracticable. The claims of industry and 


the high cost of living have been too power- 
ful to be ignored. As for the shilling, the 
twenty-four cent milreis, it has been rele- 
gated to the chief rubbish heap in the land 
of might-have-been. At least, it may be said 
that the new administration in Brazil has 
fixed upon something definite and something 
attainable. In its four years of power it 
ought to be able to establish its policy in 
such a way that the Brazilian currency of 
the future will represent something more 
than a promise to pay an unknown amount 
at an unknown time. 

In the meanwhile the once royal real has 
fallen from its silver glory to the paper 
value of something like 14/1000 of an 
American cent, or something like one-third 
the value of a Chinese cash. 


Congress and Banking 
(Continued from page 499) 


organized after the passage of the act would 
have to pay in 4 per cent of its capital stock, 
but this amount would constitute a credit 
fund subject to adjustments that would 
make its contribution to the guaranty scheme 
“just and equitable.” Consolidations of 
banks which had previously complied with 
the terms of the national guaranty law 
would not be required to contribute such a 
credit fund. 

There has not been a session of Congress 
for many years which did not witness the 
introduction of some sort of a scheme to 
insure depositors from losses through the 
failure of banks. William Jennings Bryan 
was one of the foremost exponents of such 
a law when he was at the height of his 
political career, and the platform of the 
Democratic party once embraced such a 
plank. At present the proposition is not 
being considered seriously in Congress, al- 
though there appears to be a rather gen- 
eral feeling that something should be done 
to make banking safer and thus spare the 
country from such a large number of bank 
failures as it has had during the past four 


A Few Minor Bills 


HE mere introduction of a bill in the 

House or the Senate has little signifi- 
cance. Thousands of bills are cast into the 
legislative hopper annually, but only a small 
percentage materializes into law. In many 
cases, bills are introduced by members of 
Congress with the foreknowledge that they 
will have absolutely no chance of being con- 
sidered—let alone passed. Unless a proposal 
is sponsored by one of the recognized ex- 
perts on banking legislation, and is backed 
by the government departments most di- 
rectly affected—such as the Federal Reserve 
Board, the Comptroller of the Currency, the 
Secretary of the Treasury or the Federal 
Farm Loan Board—it does not generally 
advance beyond the perfunctory stage of 
reference to an appropriate committee. 
“Buried in the committee room” is the fate 
of most bills. 

During the first month of the present 
session, there were a number of bills offered 
which would have some effect on banking. 

Representative Stevenson of South Caro- 
lina sponsored a measure that would extend 
the charters of the Federal Reserve banks 
indefinitely and would empower the Federal 
Reserve Board to order any Reserve bank 
to discontinue any branch. 

Representative Kirk of Kentucky seeks to 
amend the law making adjusted compensa- 
tion certificates negotiable and transferable 
by written assignment. 


Representative Underhill of Massachu- 
setts introduced a bill to invest the Secretary 
of the Treasury with the authority to pay 
the owner of interest bearing securities in 
bearer form when these securities have been 
irretrievably lost or destroyed. Payment 
could be made, however, only after the ma- 
turity of the security and upon satisfactory 
identification by number and description. 

There has been a deluge of measures 
of one sort or another, having for their 
purpose a solution of the farm problem or 
carrying a measure of relief for the farmer. 
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While all of these would more or less in- 
directly affect banking, a few have more 
definite bearing. 


tal of the twelve Federal Intermediate 
Credit Banks from $60,000,000 to $120,000,- 
00 has been made by Senator Pat Harrison 
of Mississippi. Another feature would 
amend Federal Farm Loan Act so that these 
banks, on the security of warehouse receipts, 
shipping documents or mortgages on live- 
stock, might loan up to 85 per cent of the 
market value of the products thus covered. 

Representative McSwain of South Caro- 
lina would extend relief to farmers in a 
“drought-stricken or crop-shortage” area by 
permitting any Federal Land bank, upon 
finding that the margin of security justified 
it, to grant an extension on any loan made 
and a postponement of the installments and 
interest falling due on mortgage during the 
period of Sept. 1, 1926, to Dec. 1, 1927. All 
subsequent installments would be postponed 
and extended for the period of one year. 
The bill carries with it an appropriation of 
$10,000,000 from the Treasury so that the 
land banks may have funds to carry out all 
of their commitments made in connection 
with the issuance of bonds. 

There are a number of bills of the Mc- 
Nary-Haugen type, seeking to take care of 
the farm surplus and to insure a_ better 
price for farm products. 


Hearings on Strong Bill 


HILE Representative McFadden, 

chairman of the House Banking and 
Currency Committee, is planning to give the 
McFadden bill the clear right of way, the 
committee plans to continue hearings on the 
so-called Strong stabilization bill. This 
measure affords a ready vehicle for inquir- 
ing more fully into the operations of the 
Federal Reserve System and it is contem- 
plated that more officials of the Reserve 
banks will be called to appear before the 
committee and describe the details of the 
methods of operations. A number of econo- 
mists and college professors are on the list 
of those whose opinions will be sought as to 
what can be accomplished toward making 
the dollar more stable in value. These hear- 
ings are being continued more for the pur- 
pose of obtaining information than for 
supporting data to bolster any move for the 
early passage of this legislation. 

There are several measures, regarded as 
desirable by bankers, which give little prom- 
ise of becoming law at this session. 

The savings bankers would like to see a 
bill passed granting saving depositors the 
same $300 exemption from Federal income 
taxation as is given to the owners of shares 
in building and loan associations. It is 
doubtful if such a measure could reach the 
floor of the House of Representatives. 

State banks that are members of the Fed- 
eral Reserve System think they should be 
eligib'e to serve as public depositories of 
federal funds. Secretary Melion is against 
this measure and the odds are against it ad- 
vancing very far. 

There is a considerable body of opinion 
among bankers in favor of freeing trust de- 
posits from reserve requirements. While 
the ederal Reserve Board has not gone on 
record on this specific suggestion, it has in- 
dicated its opposition to the lessening of 
present reserve requirements. 


Autopoint 


yo ad goes to the man you seek to 
reach, stays there indefinitely when you 
give an Autopoint 
your name. 

Hundreds of leading banks prove our 
statement that the Autopoint Pencil is a 
100% advertising medium if there ever 
was one. 

These banks, many of them, started with 
us in a small way. Their success is traced 
in continually larger orders for Autopoints. 


Why Autopoint 
Autopoint has unquestionably become the 
pencil drafted by Big Business. Bank 
leaders by the score have chosen Autopoint 
for personal use. 

This gives Autopoint an acceptance that 
makes it a desired gift. 

The big feature in the Autopoint is its 
unique “‘non-jam” feeding mechanism. This 
alone has won thousands of users to prefer 
Autopoint. Then, Autopoint has balance. 
Its barrel is made of Bakelite, the most 
beautiful and most ideal material ever de- 
vised for the purpose. Finally, Autopoint’s 
construction is the simplest of any pencil— 


Pencil, stamped with 


‘A proposal to increase the combined ext No waste when you 
advertise with 


ee ee ee eee 


AUTOPOINT COMPANY Por Bank 
4619 Ravenswood Ave., Chicago, Ill. Ezecutives Only 


Without obligation, please send honklet, your tFusines:- 
building proposition, prices of pencils and stamping, 
and full information. 


iddresa 


J.A.B.A. 1-27 


Lower Bank Taxes? 


| is still too early to determine whether 
or not the movements which have been 
started to bring about a reduction in the cor- 
poration income tax from 13% per cent to 
a lower figure will be successful. The 
Treasury is opposed te any general tax re- 
duction at this time and the administration 
leaders in the House of Representatives, 
where all legislation affecting revenues must 
originate, have gone on record against the 
plan of devoting the anticipated surplus to 
a tax rebate scheme. 


Autopoint’s 
3 Exclusive Features 

Cannot “jam”—protected by an 
exclusive patent. 
Bakelite barrel—beautiful, 
weight material — cannot 
split, tarnish or burn. 

3 But one simple moving part. 
Nothing complicated to go wrong. 
No repairs, no bother. 


light- 
dent, 


only one moving part. That means long 
life and no troublesome adjustments. 
Send the coupon now 

There is a grade of Autopoint for every use 
—a size for every need. See them at any 
stationer’s. Executives of banks are in- 
vited to mail the coupon NOW for interest- 
ing new literature and price lists. There’s 
no obligation. 

Learn about this amazing new way to 
advertise for many who have considered 
advertising too 


Better Pencil”’ 


Made of Bakelite 


“SBE Clip the Coupon and Mail NOW 


The minority, headed by Representative 
Garner of Texas, the ranking Democratic 
member of the Ways and Means Committee, 
favors reducing the rate from 13% to ll 
per cent on the net income of all corpora- 
tions, so the effect of this would be to reduce 
the income taxes which banks pay by more 
than one-sixth. It is estimated that such a 
reduction in corporation taxes would save 
around $7,000,000 in Federal taxes to the 
banks and trust companies of the United 
States. 

It is understood that the Garner bill will 
come before the Ways and Means Com- 
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“The Most Distinctive 
Banking Service’’ 


N a foreign exchange transaction involving 

$1,000,000, the facilities of the Guaranty’s 
foreign offices, combined with our advice, saved 
a depositor from possible loss. 


Time was the vital factor and we arranged to 
hold open a telephone line between our London 
and Paris Offices, subject to cable instructions 
from New York. This unusual set-up attained 
the necessary speed of transmission. 


The depositor called it the most distinctive bank- 
ing service ever rendered to him. 


When you unite facilities such as this Company 
possesses with the personal service of experienced 
officers, you have a combination most desirable 
in your New York banking connection. 


Guaranty ‘Trust Company 
of New York 


LONDON 


NEW YORK 
LIVERPOOL 


mittee some time during January but, inas- 
much as the committee is controlled by Re- 
publican members and Secretary of the 
Treasury Mellon strongly advised 
against permanent tax reduction owing to 
the fact that the present surplus comes 
largely from non-recurring items the present 
prospects for such a low corporation income 
tax levy are not bright. 

While the sentiment in banking and trust 
company circles is favorable to the outright 
repeal of the Federal estate tax, it would 
not appear that Congress proposes to deal 
with this phase of taxation at the short 
session. 

The status of the McFadden bill had not 
changed when Congress reconvened after 
the Christmas holidays. It was still in con- 
ference, with the representatives of the two 
houses deadlocked. 

Representative McFadden expressed the 


HAVRE 


PARIS BRUSSELS 


ANTWERP 


hope that Representative King, of Illinois, 
would join with him in reporting, on behalf 
of the conferees appointed by the House, 
that they had been unable to reach an agree- 
ment with the Senate conferees in view of 
their instructions from the House to insist 
on the retention of the so-called Hull amend- 
ments and to ask that the House reconsider 
the question. This would enable the con- 
ferees to bring the measure back to the 
members of the House where it would be 
possible to get a vote on the proposal to 
enact the McFadden bill without the Hull 
amendments, as has been recommended by 
the American Bankers Association. 

If Representative. King should be unwill- 
ing to give his sanction to such an agree- 
ment, it would be possible, in event a ma- 
jority of the House favored the action to 
discharge the committee and have the 
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Speaker of the House designate another to 
succeed it. 

Representative Ogden Mills, of New 
York, who is to become Undersecretary of 
the Treasury within a short while, is ex. 
pected to take a prominent part in directing 
the attention of the House to the importance 
of taking some action that will make possi- 
ble the granting of relief to the national 
banks. Secretary of the Treasury Mellon 
has openly urged the passage of the Mc. 
Fadden bill with the Hull amendments 
eliminated as have the Federal Reserve 
Board and the Comptroller of the Currency, 

It is the hope of the administration that 
the existing impasse will be broken and that 
President Coolidge may sign the McFadden 
bill before the end of February. 


The Bank 
By M. T. RILEY 


LL day there is the steady song. of 
money coming in and going out, going 
out and coming in. The soft purr of silver 
gliding over the agate counters; the slip, 
slip, slip of green bill upon green bill; the 
suave, sleek tones of the tellers, black- 
coated guardians of the hungry wickets, like 
so many little sucking mouths, through 
which the money glides back and forth, 
back and forth. 

All day the piles grow and shrink, shrink 
and grow. Copper, silver and gold, green 
crisp bills, green soggy bills. Copper and 
silver and green and gold that has been 
hoarded bit by bit in cramped, tiny homes; 
that has but a moment before filled out the 
tragic flatness of a well-worn purse; that has 
lain negligently among many of its kind ina 
well-filled wallet; that has been starved and 
fought and bled for before the glaring 
heat of mighty furnaces, behind counters 
of laces and perfumes and silks, over the 
chattering keys of never-idle typewriters, 
above column on column of eye-blinding 
figures; that has come through the devious 
channels of lying and cheating and begging; 
that has been schemed for and smiled for, 
hoped for and lied for. Knowing no caste 
nor pedigree, the clean and the foul, the 
earned and the unearned lay side by side 
and pile on pile in the drawers and trays 
behind the gaping window mouths. 

All day the piles shrink and grow, grow 
and shrink. They slip outward and inward 
artfully, insinuatingly. Piles that mean days 
of health locked in the sunshine of a distant 
land, days of study and hope for shining- 
eyed youth; a fur coat for the woman with 
the discontented mouth; shoes for sturdy 
youngsters; a home for young love; bread 
and meat and hope and love and despair 
and luxury; all abound in the piles that slip 
smoothly, softly, backward and forward, for- 
ward and backward again. 

All day there is the steady song of money 
—the vibrant thunder of huge machines 
that count and recount it; the busy clatter- 
clack of typewriters; the yapping of fussy 
adding machines; the pulsing life of the 
great institution that has for its life-blood— 
money. 

Only at night, when the copper and silver 
and green and gold sleep secure behind mas- 
sive steel bars can there be stillness and 
quietness and loneliness. 
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Germany’s Coming Boom 
(Continued from page 502) 


the ration was increased to 67% per cent, 
later to 70 per cent, and finally to 80 per 
cent. In the last month of 1925 steel output 
was only 763,000 tons; in October, 1926, it 
was 1,174,000 tons. “Rationalization” has 
had surprising success. In 1924 it took 138 
blast furnaces to produce 650,000 tons of pig 
iron in a month; in late 1926 it took only 
ninety-seven furnaces to produce 935,000 
tons. Since September, 1925, the pig iron 
output per workman employed has risen 37 
per cent. 

Foreign trade in coal, iron and steel has 
been transformed out of recognition, to Ger- 
many’s advantage, and to the confusion of 
her own and foreign pessimists. Germans 
today recall with a smile how during the first 
critical reaction against the Versailles Treaty 
the pessimists predicted that they would be 
permanently crippled by the territorial mu- 
tilations which deprived them of so much of 
their coal and iron territory. They would 
be unable to import coal and iron, and their 
industries would languish. 


Exports of Coal 


a. Germany not only supplies her 
own industries with coal and iron, but 
also the industries of many other countries. 
In 1922 her coal situation seemed to be 
hopeless. She imported 7,500.000 tons more 
than she exported. In 1923, with an import 
surplus of 24,000,000 tons, her position was 
worse—but that was partly due to the Ruhr 
occupation. Yet in the first three-quarters 
of 1926 she exported 20,400,000 tons of coal, 
and imported only 2,550,000 tons. The 
British strike of course forced German ex- 
port. But it was German “rationalization” 
of fuel consumption and the brilliant suc- 
cesses attained with her abundant supplies 
of lignite, which produced the exportable 
surplus. 

The iron and steel foreign trade balance 
has improved in the same way. Four years 
ago it seemed that Germany would have to 
depend upon foreign supplies. In 1926, at 
the rate of the first three quarters, she will 
have an export surplus of around 4,000,000 
tons. The figures below embrace all ferrous 
materials and products except machinery: 

Imports Exports 

In Metric Tons 
Jan.-Sept., 1926 820,957 3,888,628 
All 1924 1,324,011 1,955,110 

Machinery exports also increase steadily. 
In 1924 they averaged 22,600 tons a month; 
in 1925 30,700 tons, and in the first three 
quarters of 1926 33,700 tons. Exports of 
machinery will greatly increase in 1927. A 
condition of Germany’s recognition of the 
privately-negotiated International Steel Car- 
tel is that France shall reduce her import 
duties on German metal goods. And ex- 
tended arrangements are being made for 
German export credits to Russia. 


Foreign Trade Figures Indicate 


Expansion 


ERMANY’S foreign trade figures in 
general point towards expansion. Im- 
ports of raw materials, after undergoing 
sharp fluctuations, have risen. After the 
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OME of the values behind in- 
vestment bonds are tangible, 
others are intangible; some values 
are more certain than others. The 
soundness of any issue can be de- 
termined only by gathering and 
sifting all the facts. 


Bonds good enough to receive 
the National City recommenda- 
tion must be good enough to with- 
standrigid testsdeveloped through 
our wide experience in many fields. 


The National City Company 
National City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


) 


winter of 1924-25, when they were financed 
largely with American loans, they fell; end 
in January, 1926, they were little more than 
half those of January, 1925. In the second 
half of 1926 imports of cotton, yarns, silk, 
hides, copper, and iron ore increased, some 
to double the summer’s figures. All these 
imports are needed exclusively for manufac- 
turing. But manufacturers know that the 
home consumption of their goods can in- 
crease only at a moderate pace. Their 
greatly increased imports of raw materials 
indicate faith in big exports in the new 
year. 

The second half of 1926 showed a very 
considerable increase in exports. Over a 
long term the increase is striking. _In 1920 
exports of manufactured goods were only 
3,130,000,000 marks; in 1922, 5,105,000,000 
marks; 1925, 6,626,000,000; 1926 (on basis 
of first ten months), 7,023,000,000. The 


SHORT TERM NOTES 


ACCEPTANCES 


trade balance has shown a very great im- 
provement. The year 1925 showed an import 
surplus of 3,700,000,000 marks. The first 
ten months of 1926 showed an export surplus 
of 250,000,000 marks. 

This is a marked change for the better, 
a reassuring change for America, which is 
now Germany’s chief creditor. Before the 
war Germany could afford to have, and did 
have a passive trade balance. The deficit 
was made up with receipts from shipping 
and other services and with the interest on 
very considerable foreign investments. To- 
day the receipts from services are smaller, 
and the foreign investments are inconsider- 
able. Even if the Reparations liability is 
left out of account, Germany will have large 
interest payments to make to the United 
States, Great Britain, and other creditor 
countries. A continuation of her passive 
trade balances would inevitably mean a cur- 
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“TODAY-TOMORROW® 


Man draws many a lesson from the homely simile 
of the soil. As the farmer has learned that to har- 
vest his crops in the fall he must plant in the spring, 
so have men and women in every walk of life 
learned that the foundation of ultimate success is 
laid months and years in advance of its final 


realization. 


Whether it be individual or business needs, the 
First National Group is fully qualified to care for 
every financial requirement. Its financial strength, 
built upon 63 years’ consistent growth, is amplified 

by the sound judgment and clear vision of 


its executives. 


FIRST NATIONAL BANK 
: CENTRAL SAVINGS BANK 


rency collapse as soon as the flood of new 
foreign credits dried up. 


Can Not Keep Out German 
Goods 


HE export surplus of 1926 is therefore 

most signal of Germany’s achievements, 
and the best augury for her development in 
1927. It proves that she can compete, and 
it proves that increasing customs barriers 
cannot keep out her goods. It also indi- 
cates that she is producing more than she 
consumes; and thereby again confutes the 
vaticinations of those post-war pessimists 
who believed that the Versailles Treaty had 
left a Germany that could not support it- 
self. 


The finances of German business have 
greatly improved. It is only a year and a 
half since the Stinnes crash came as a hint 
that many great inflation foundations were 
unsound. In fact the Stinnes crash was 
only the overture to a severe deflation crisis 
which wrecked scores of big concerns and 
thousands of small ones. German _ bank- 
ruptcies which averaged 800 a month before 
the war, soared to 1980 in February, 1926. 
That was the worst point. In the following 
November only 453 bankruptcies, or half the 
pre-war average, were registered. In Jan- 
uary, 1926, bill protests averaged 1,003 a 
day; in October, 1926, only 168. The defla- 
tion crisis was over. The wrecks which it 
left behind were mostly wrecks of vessels 
which should never have been launched. 
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Practically none of the solid firms or cor. 
porations established before the war on a 
sound money basis went under. 

The movement of prices is strongly in 
favor of German competition. At the end 
of 1925 manufactured goods, as measured 
by an index based upon standard articles, 
averaged 43 per cent higher than in 193 
In November last the average had fallen to 
25 per cent. Yet this reduction was accom- 
panied by a continuation of the rise ip 
wages which had begun in early 1924. Ger- 
man wages still seem ridiculously low; but 
the important fact for the German workman 
is that they go on increasing without any 
corresponding increase in the cost of living 
Immediately after the currency stabilization, 
the average skilled wage in all German in- 
dustries was only 27% marks, or under $7 
a week. In the late summer of last year it 
was 46 marks, or some $11. During the two 
and a half years the cost of living remained 
unchanged, at about 43 per cent above that 
of 1913. The real wage, the standard of 
comfort, had therefore risen 67 per cent. 


Striking Almost a Lost Art 


S Germany’s low, though increasing, 

wages go together with a rising stan- 
dard of efficiency, they must be accounted as 
satisfactory in Germany’s condition. But an 
even better proof is German labor tranquil- 
ity. Striking is almost a lost art. Yet a 
few years ago it was a violently practised 
art. The following figures, those for 1926 
being reached by doubling the official statis- 
tics of the first six months, show the amaz- 
ing change: 


Number of Working 


Days Lost 
54,207,000 
29,720,000 
1,022,000 

The collapse of strikes expresses the Ger- 
man working man’s belief that he is sharing 
in the new prosperity. He is a materialist, 
who strikes only when cold calculation con- 
vinces that striking is profitable, but who 
never strikes under compulsion of tempera- 
ment or agitation. His labor leaders are 
usually Socialists, but they are very often 
heavy-weight Socialist university professors, 
who are as conservative in economics as 
any Junker landlord, and who never cease 
proclaiming that industry cannot pay higher 
wages than the yield of industry justifies. He 
watches with cynical contentment the ill- 
advised strikes of more temperamental coun- 
tries, recalling the late Socialist leader Au- 
gust Bebel’s remark that “strikes sometimes 
yield large profits—to the non-striking na- 
tions.” This aphorism proved true in 1926 
when employment in the German coal, iron. 
and steel industries began to improve as 4 
result of the British strike. 

The capital and credit situation in Ger- 
many is favorably to a trade boom. Short- 
term credit is abundant, though, as might be 
expected at the beginning of a boom, it 
was slightly dearer late in the year than 
in the summer. The long-term credit mar- 
ket has improved, and it is now easy to 
float home loans of moderate dimensions. In 
the first six months of last year an esti- 
mated 4,000,000,000 marks was invested in 
loans, corporation bonds, and mortgage 
bonds, as against 1,500,000,000 marks in the 
same months of 1925. Banking statistics 
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indicate reaccumulation of capital. Between 
October, 1925, and October, 1926, deposits in 
the six chief Berlin banks rose from 1,760,- 
000,000 marks to 2,578,000,000 marks. Sav- 
ings bank deposits increased at a still more 
rapid rate. 

Business done by German posts, tele- 
graphs, and railroads accord with all other 
statistics of business. In January, 1926, 
thousands of railroad cars lay idle; in No- 
vember there were not enough cars to handle 
the growing volume of transportable goods. 
At the worst point of the winter of 1925-26 
the daily demand for cars fell to 101,800; 
the latest figures for this winter show 
152,200. In part this was due to the British 
strike, which according to the Director- 
General of Railroads added 100,000,000 
marks to his gross receipts. But this au- 
thority declares that next year will also 
show a greatly increased volume of trans- 
portation. The activity in coal, iron and 
steel, he considers, will continue, and this 
activity is one prime indicator of activity 
in other branches of national business. 

The reality of the German boom is not 
doubted by any native authority. The only 
question is, how long will it last? The bal- 
ance of opinion is that it will develop in 1927 
not more rapidly than in the second half of 
1926, and will therefore not reach its apex 
for several years. In this it will differ from 
the hectic and spasmodic booms of the 
inflation years, which depended so entirely 
upon mark depreciation that every temporary 
currency recovery caused a sharp setback. 


Cost of Oversea Phoning 


HE discussion in London and New York 

of the $75 charge for a three-minute 
telephone conversation across the Atlantic 
is really an evidence of the cheapness of 
modern communication. The charge is re- 
garded as high. Only business men closing 
large transactions are expected to pay it. 
Yet, compared with the early charges for 
transatlantic cabling, it is remarkably low. 
In the first months after Cyrus W. Field 
opened his cable the tariff between America 
and I:ngland was £20 in gold for twenty 
words or less, including names and ad- 
dresses. Additional words averaging five 
letters were 20 shillings each. That is, the 
cost was almost $5 a word. When, in Octo- 
ber, 1866, the Emperor Maximilian cabled 
478 words to Carlotta, the bill was reported 
to be $4,780. Seward’s cabled message in 
November, 1866, to our Minister in France, 
some 5000 words on the French interven- 
tion in Mexico, was said to have cost 
$25,000 in gold—New York World. 


Convention Calendar 


STATE 
ASSOCIATION PLACE 
Mississippi - 
Missouri 
Kansas 
California 
Virginia 


10-11 
17-18 
18-20 
18-21 
23-25 


Manhattan 

Del Monte 
Vii zinia Beach 
March 10-12 Financial Advertisers’ 
Association New Orleans, La. 
Spring Meeting Executive 
Council, A. B. A. 
Hot Springs, Ark. 


May 1 


Cities Service Stockholders 
Get a Detailed Report 
Every Month! 


When you own Cities Service Common stock you get 
unusually frequent information about the condition of 
the $600,000,000 organization behind your investment. 
On the first of every month you get a detailed earnings 
statement and business report. The Company has been 
sending this to stockholders for 15 years. 


Cities Service Company’s statements show that its earn- 
ings have been steadily increasing for the last five years. 
The latest report (for the year ended November 30, 
1926) shows net earnings of over $23,500,000, an in- 
crease of more than $6,800,000—or 26%—over the 
year ended November 30, 1925. 


The Common stock of Cities Service Company offers 
you an opportunity to share in these unusually large and 


steadily increasing earnings. 


When you buy this sea- 


soned, 16-year-old security at its present price and divi- 
dend rate, you get a yield of about 814% in cash and 


stock dividends. 


Mail the coupon for a copy of the latest Earnings 
Statement, which will give you an idea of the kind of 
information that will be sent to you each month as one 
of the thousands of owners of Cities Service securities. 


 Henr 
& 


GO WALL ST. 
BRANCHES IN 


Henry L. Doherty & Co. 
60 Wall St., New York 


Please send me copy 
of Earnings Statement 
for November, 1926, and 
full information about 
Cities Service Company 
Common stock. 


herty 

ny 

NEW YORK 
PRINCIPAL CITIES 


(49C-22) 


Indorses Efforts to Improve Farm Marketing 


HE Executive Committee of the State 

Bank Division of the American Bank- 
ers Association at its December meeting, 
held in Chicago, went on record as indors- 
ing efforts now being made at Washington 
to create a sound, workable system of or- 
derly marketing. The full expression of the 
Committee is as follows: 

“The Executive Committee of the State 
Bank Division, American Bankers Associa- 
tion, believes that agriculture is and always 
has been handicapped as an industry be- 
cause of the lack of a system of orderly 
marketing, very much in the manner that 
our banking system suffered before the crea- 


tion of the Federal Reserve System for 
want of necessary machinery to mobilize 
our credit resources. We believe that as 
a result of this lack of a nation-wide sys- 
tem of marketing, this great industry is now 
suffering from a depression that will ulti- 
mately affect the entire business life of the 
nation. Therefore, the Committee heartily 
indorses the efforts now being made by Con- 
gress to create a sound, workable system 
of orderly marketing on a nation-wide plan 
that will enable the farmer to mobilize his 
crop surplus and market it in a business- 
like manner, thereby stabilizing farm 
prices.” 
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Complete Trust 
Facilities 


FREDERICK H. RAWSON 
Chairman of the Board 
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COMPLETENES 


ie selecting your Chicago correspondent, we cor- 
dially invite you to investigate those complete 
facilities of the Union Trust Company which have 
enabled it to serve many correspondents for ten, 
twenty. and even thirty years or longer. 


With a balanced organization of correspondent banks and 
private wires carefully built up over a long period of years, 
we welcome the opportunity to serve our correspondents in 
matters that require accurate credit information, intelligent 
collection handling, and rapid turnover of funds in transit. 


Craic B. HAZLEwWooD 
Vice-President 


UNION TRUST 
COMPANY 


CHICAGO 


Offering the Seven Essentials of a Banking Home 
Safety « Spirit + Experience + Caliber + Convenience + Completeness + Prestige 


WA 


HARRY A, WHEELER 
President 


Payroll Check 


(Continued from page 492) 


5% cents, and that a moderate profit would 
be made through the agreement. In one way 
or another, the average bank is compensated 
for handling the pay checks, although there 
does not appear to be any fixed standard. 


Handling Cash Payrolls 


a. is a lack of uniformity in the 
practice of banks in handling cash pay- 
rolls also. While a good many banks make 
up payroll envelopes for their customers, 
it would appear that the majority do not. 
Of those banks which supply payrolls dis- 
tributed in envelopes, most of them appar- 
ently do so free of charge if the size of the 


account justified it, although some make a 
charge of $1 per $1,000. 

The threat of holdups is making banks 
more wary about undertaking to deliver 
payrolls. The majority of the banks an- 
swering this questionnaire report that they 
do not deliver the funds free of charge. 
In the larger cities, where privately oper- 
ated payroll delivery services are available, 
the customers largely avail themselves of 
these agencies, which move funds in armored 
cars under heavy guard. 

Many banks state that they are using 
armored trucks, but several banks, which 
are actually delivering payrolls, do not use 
this safeguard. Several institutions report 
that they employ one, two or three armed 
guards to accompany messengers, while 
other banks obtain the protection of private 
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detectives or city policemen. One bank 
utilizes a special car and four armed men 
to move pay money. When the payroll js 
very large, a trailer is sent with additional 
armed men to guard the small fortune from 
bandits. A number of banks use private 
automobiles furnished by the customiers as 
money transports and supply guards to re- 
inforce the armed force provided by the 
firm whose payroll is being carried. Two 
banks protect their payrolls and messengers 
by insurance only. 

The variety of the arrangements and the 
different practices with respect to charges 
reveal plainly that the banks have not con- 
sidered it necessary to take common coun- 
sel on this problem, although the frequency 
with which messengers conveying cash 
funds have been held up and robbed in the 
past year has given them more concern. 
Several clearing houses, however, have 
passed resolutions against the delivery of 
payrolls, as they think the responsibility 
should be taken by the firms paying off 
their employees with cash. 


Cash or Checks ? 


Sap question resolves itself largely into 
a contest for favor between the greater 
safety of the payroll check and the con- 
venience to the workers of obtaining their 
wages in cash. 

The resistance of employees to the pay 
check has taken the form in some parts of 
the country of direct action by the labor 
unions. In many instances objections have 
been raised on account of the inconvenience 
attached to converting the check into money 
and the time lost in going to the bank. In 
most cases, however, the banks advise that 
when the proposition has been put to the 
men in the proper way they have invariably 
accepted the check plan voluntarily. The 
plan is “sold” by having the treasurer or 
some official representing the corporation 
address the men in groups and show them 
that every time their messengers transport 
a payroll they take their lives in their own 
hands, and point out that the workmen, when 
they receive their pay in cash, are frequently 
held up and robbed of their full wages— 
especially those men on the night shifts. 
Once the plan has been adopted, there is 
as a general rule no further trouble. 

It is an open question—if the experiences 
of the banks responding to our inquiries 
are to be used as a basis of judgment— 
whether or not the bank gains any direct 
benefit from this business. Theoretically, 
it is argued that this system will stimulate 
small savings accounts because it affords the 
time and the place and the opportunity. As 
the check brings the vast majority of the 
workers to the bank windows for their 
money, some suggest that it tends to make 
the bank their headquarters for savings also. 
Some bankers are quite positive that they 
profit from the system, while others are 
frank enough to state that they have ob- 
served very little direct benefit accruing 
from this direct contact. 

It seems probable that payment by check 
results in some new business which the bank 
probably would not reach under the cash 
method. A few of the banks point out 
that they no longer have to furnish pay- 
roll envelopes and no longer have to ship 
in currency for the payrolls. 


AL 
Special B/L SO MIPARS 
ag 
~ wo 
of 
wa 
te 
tai 
of 
the 
ha 
an 
co’ 
che 
on 
pla 
the 
pre 
ing 
to 
tro 
T 
SO. 
an 
gre 
thi 
wi 


f 
r 
y 
t 
y 
e 
n 
t 
D 
y 


= 


January, 1927 


Encourage Acquaintance 


ee, years ago the trend of banks toward 
better buildings was looked upon by many bankers 
as an extravagance. It was in those days, too, that 
banks refrained from advertising, and for much the 
same reason. 

Opinion has changed. The old, poorly planned 
banks, with their insecure vaults and unattractive in- 
teriors, are being replaced. Directors have concluded 
that hese are the truly extravagant buildings. These 
buildings can do little more for the bank today than 
give it shelter. Their appeal was to another day and 
another public. 

The modern type of bank building has done much 
to free banking from its former atmosphere of aus- 
terity. The banker has been effectively aided in in- 
ducing the public to acquire its more general acquain- 
tance with banks and their functions which has been 
so great a factor in the growth of banking since 1900. 
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First National Bank 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 


SHALL we send you a copy of our book, ‘Building 

the Bank for Business’’? Governor Harding en- 
dorses it, saying: ‘‘I wish to compliment the excellent 
suggestions and sound ideas.’’ The book discusses the 
Bank Building as you would in board meeting. Loca- 
tion, Investment, Plan, Cost, Vaults are some of the 
subjects. It will be sent you at no cost or obligation. 


TILGHMAN Moyer ComPANy, Allentown, Penna. 


Gentlemen: Without obligation, please send me a copy 
of ‘Building the Bank for Business”. 


Name: 


Address: 


Use the coupon. 


To offset these advantages, it is generally 
agreed that the check plan makes more 
work in the office, means a larger number 
of persons coming into the bank and longer 
waiting lines at the tellers’ windows, and 
tends to lengthen the banking hours. In 
some cases banks have been forced to ob- 
tain enlarged quarters in order to take care 
of the demands thus created. It is well for 
the banker to ponder over the possibility of 
having to acquire more space if he handles 
an increasing number of payroll check ac- 
counts. 

A number of banks have special windows 
for the express purpose of cashing pay 
checks, while a few assign special windows 
on certain days or during rush periods. 


Matter of Identification 


HILE the identification of the payees 
seems to be one of the bugaboos of this 
plan, more than half of the banks answering 
the inquiry state that they take only the usual 
precautions in identifying payees and cash- 
ing the checks. In many instances this seems 
to be quite adequate, as a number of banks 
teport that they have had very little or no 
trouble when ordinary precaution is taken. 
Twenty-five banks insist on positive per- 
sonal identification before they will pay out 
any money on a payroll check, but the 
greater number appears to be less rigorous in 
this respect. 
From the clerical standpoint, the banks 
which carry the payroll check accounts on 


a separate ledger are the exceptions to the 
rule. A few banks devote a separate ledger 
sheet for each firm doing a payroll busi- 
ness with them. The advantage of keep- 
ing a separate ledger for payroll accounts 
is entirely up to each bank, and, if it would 
relieve the work of the ledger clerk in any 
way, it would seem advisable to maintain 
such a ledger. 

It is quite clear that banks throughout the 
country are keenly interested in the whole 
subject, and they have been almost unani- 
mous in pledging their cooperation and sup- 
port to any effort the Clearing House Sec- 
tion might undertake to standardize banking 
practice with respect to the use of payroll 
checks. There are some instances, however, 
where banks do not feel that there is a 
need for such a movement, but such cases 
are comparatively few. 

In reply to the question of whether they 
would favor and support by their patron- 
age insurance against loss to the bank on 
payroll checks through forgery, assuming 
that special insurance against this loss could 
be secured, 147 responded favgrably, while 
thirty-eight banks replied that their present 
insurance policies covered them from such 
losses. 

While we are not prepared at this time 
to make definite recommendations, it is 
quite evident that the more widespread adop- 
tion of the payroll check plan would cut 
down the risks that are now run in trans- 
porting large sums of currency about the 
streets. 


Tax Polygamy 
(Continued from page 524) 


of existence. I submit the following hypo- 
thetical case: 

Assume “A” is a resident of Wisconsin, 
who owns $500,000 of stock in a corporation, 
incorporated under the laws of Arkansas, 
and at the time of “A’s” death the stock 
certificates are physically located in the state 
of Oregon, and that “A” has no relatives, 
but by the terms of his will he bequeaths 
that stock to a friend not related to him. 

The tax liability would be approximately 
as follows: 


Wisconsin 
Arkansas 
Oregon 
Federal Estate 


Such a case as this calls for serious con- 
sideration. The legislatures ought to be 
urged to repeal laws that inflict such heavy 
bounties upon the activities of our com- 
munities. 


Spring Meeting in Hot Springs, Ark. 


The annual Spring Meeting of the Execu- 
tive Council of the American Bankers Asso- 
ciation will be held at the Arlington Hotel, 
Hot Springs, Ark., during the week of 
May 1. 
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GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Offices: 


250 West 57th Street, New York City 


{ pe obligations of this insii.wion are selecied as appro- 
priate and sound mediums for short term investment by a 
large banking clientele. They may be obtained in convenient 
denominations and suitable maturities. 


DIRECTORS 


Alfred H. Swayne 


Chairman — Vice President, 
Motors Corporation. 


Curtis C. Cooper 
President 

Albert L. Deane 
Vice President 

Pierre S. duPont 


Chairman, General Motors Corporation 
and E. I. duPont de Nemours & Co. 
Lammot duPont 
Finance Committee, 
Corporation. 


General 


General Motors 


O. H. P. LaFarge 
General Motors Corporation 
Seward Prosser 
Chairman, Bankers Trust Company, 
New York 
John J. Raskob 
Chairman; Finance Committee, General 
Motors Corporation 
Alfred P. Sloan, Jr. 
resident, General Motors Corporation 
John J. Schumann, Jr. 
Vice President 
onald M. Spaidal 
Vice President 


WE underwrite and distribute Public 
Utility, Industrial and Municipal Bonds. 


Special service to Banks in bonds 
for investment or re-sale. 


Full details on request. 


A.C.ALLYN*» COMPANY 


Incorporated 


CHICAGO Phone Randolph 6340 
Milwaukee Minneapolis San Francisco 


67 West Monroe St. 


New York Philadelphia Boston 


Life Insurance Options 
(Continued from page 503) 


and of delay that is annoying to the benefi- 
ciaries. On account of these difficulties life 
insurance companies must keep their settle- 
ments simple and unambiguous. 

The tying up of insurance proceeds under 
ironclad settlements covering complicated 
contingencies extending a long time into the 
future is likely to be fraught with grave 
consequences for the beneficiaries. It will 
tend to reflect upon the life insurance com- 
panies themselves. Suppose, for example, a 
policyholder dies, leaving behind one of 


these ironclad settlements. A few years later 
the family may be in great need of a certain 
amount of principal to meet some emergency. 
But they cannot get it as it is tied up abso- 
lutely by an income settlement which must 
go on inflexibly to the bitter end. 


The Service of Fiduciary . 
Institutions 


AGAINST this background, let us now 
consider the details of the life insur- 
ance trust. In the first place, how does the 
life insurance money get into the hands of 
the trust company? There are two ways. 
Either the trust company can receive the 


proceeds as beneficiary or assignee under the 
policy, or it can receive the proceeds as 
executor and trustee under the insured’s will, 
the policies having been made payable to his 
estate. The first method we shall call the 
insurance trust method. The second, the 
estate method. 

Whatever may have been the case in 
years gone by, all life underwriters probably 
now realize that the estate method is not the 
better way to get the money into the hands 
of the trustee. In the first place, that 
method involves court costs, legal fees and 
all the charges that go with the settling up 
of the estate. There is the delay because the 
insurance money is tied up in the estate. 
It cannot go over any sooner than any other 
part of the estate. The principal is not 
included in the $40,000 life insurance exemp- 
tion for Federal estate tax purposes. It is 
also subject to the state inheritance tax, 
There is a possibility of contest by those 
interested in the will. Even claims that are 
fraudulent can tie up an estate indefinitely. 

Wherever the banker finds life insurance 
payable to the estate, he should regard it as 
a danger signal. Always examine the cir- 
cumstances carefully to see whether that 
method of payment is proper. 

The advantages of the insurance trust 
method—where the trust institution is made 
either the beneficiary or the assignee under 
the policy—are many. In the first place, 
the expenses are pre-arranged and it is 
known what it is going to cost. There are 
no indeterminate court costs. There is no 
delay in the passage of the money to the 
trust company. Hence it begins immediately 
to earn an income for the beneficiaries. The 
trust companies know that the insurance 
trust business is the cleanest kind of business 
they have, because it is paid to them prompt- 
ly and in cash. The insurance thus paid is 
exempt from state inheritance taxes in most 
states and is also exempt, up to $40,000, 
from the Federal estate tax. The will con- 
test also is avoided. 


Creation of the Trust 


OW isan insurance trust created? First, 

there is the trust deed, which is pre- 
pared with the help of the insured’s legal 
adviser or with the help of the trust com- 
pany or with the help of the legal adviser 
and the trust company cooperating. It is not 
a complicated matter. The policy is made 
payable to the trust company either through 
the beneficiary clause or by assignment. 
The right to change the beneficiary or the 
assignee may be reserved. This is important 
if the insured desires to have the privilege 
of altering the settlement in the future. 

The policies may or may not be deposited 
with the trustee. It is possible to arrange 
with the insurance company through the 
beneficiary clause or the assignment paper, 
so that the insured shall retain the right to 
receive dividends under the policy, to obtain 
loans, or to surrender the contract without 
having to revoke or change the trust deed. 
Flexibility best meets the needs of the in- 
sured and his family in the great majority 
of these trust arrangements. 

The most important difference between the 
functions of the trust company and the life 
insurance company in the handling of the 
policy proceeds consists in the fact that the 
trustee may be given the power to use its 


546 Ja 
dis 
the 
co 
hi 
TI 
sel 
ap 
cee 
av 
ca 
the 
tr 
do 
to 
ye 
fu 
- to 
fo 
tio 
we 
pr 
pa 
I 
th 
ou 
ca 


January, 1927 


Jodays Defiance of Today's Hazard 


PLANNING vault protection re- 
quires more of the Banker than 
ever before. The modern bank vault 
should resist: (1) cutting flame, (2) 
power drill, (3) explosives. This is 
the long sought three point protection, 
contained only in Steelcrete Vaults, 
which provide the “New Safety.” 
Steelcrete installations include the 
world’s largest and most modern 
banking structures, starting with the 


Federal Reserve Bank of New York; 
The Bank of England (recently re- 
modeled); Royal Bank of Canada; 
Mitsui Bank of Tokio, Japan. 

May we send you certified endorse- 
ments from Bankers? Ask for book- 
let No. 20. Address The Consolidated 
Expanded Metal Companies, Steelcrete 
Building, Wheeling, W. Va. Offices 
in many principal cities. 


discretion in administering the funds to meet 
the various contingencies that will be en- 
countered. The insured will not be there 
himself to exercise his own judgment. 
Therefore he does the next best thing by 
selecting a trustee to stand in his stead. By 
appointing it to administer the policy pro- 
ceeds he provides for his family not only 
money but expert money management. 


Educational Contingencies 


HAT are the sundry contingencies that 
are likely to arise in the case of the 
average man? In the first place, the edu- 
cation of children provides contingencies 
that will be satisfactorily met by giving the 
trust company discretionary powers. ’ 
As I look at my boy, eleven years old, I 
do not know whether he is going to be able 
to make the grade at college. He may get in, 
but he may flunk out in his freshman mid- 
years. If I should leave his educational 
funds tied up so that, say, at eighteen he was 
to begin to receive a certain sum every year 
for four years, it might not meet the situa- 
tion at all. Should he flunk out, wisdom 
would probably advise a conservation of the 
Principal for his later use. If a trust com- 
pany is on the job it can do that very thing. 
I believe this arrangement is better than 
having the funds tied up inflexibly, so that 
the educational payments will be made with- 
out regard to whether or not they will do 
what they were intended to do. 
Then again, take the question of inflation. 
Suppose a man had made an inflexible edu- 
cational arrangement prior to his death, say 


in 1913. At the time of his death he had a 
son four years old. The son is now about 
ready to enter college. The educational ar- 
rangement provided $500 a year for four 
years, commencing in the fall of 1927. What 
has happened to the value of the dollar 
since 1913? It has depreciated so that $500 
a year will not be sufficient at the present 
time. The inflexible arrangement made years 
ago will not meet the needs of that boy 
today. Think how different the situation 
would be if a trust company had been given 
the power to administer the estate and to 
use its discretion in applying a part of the 
principal when necessary. The trust service 
is a valuable aid in solving the problems that 
arise out of changes in the purchasing power 
of -the dollar. It is difficult to say that a 
level payment to anybody years hence, is 
going to be adequate, because of this very 
thing which no one can foresee. 


Trust Company Can Help 
Widow In Case of Need 


NOTHER contingency is the care of the 

widow. The trust company can assist 
her in the sale of her home or the purchase 
of another home, if that should be advisable. 
The reduced income after her husband’s 
death may not be sufficient to enable her to 
live in the old residence. Sound business 
advice may be of great value to her. The 
contact of a widow with the officers of a 
well-managed trust company may be very 
beneficial. One cannot be around a trust 
company very long without realizing that 


Steelcrete 
Vaults 


REVYIST 


Expvosives 


it is rendering a valuable service in giving 
advice to people whose protectors have been 
taken away. The widow learns to come in 
for advice on business matters other than 
those arising out of the trust. Her children 
also may get into the habit of turning to 
business men for sound advice on business 
problems. The emergency created by sudden 
illness or prolonged physical disability may 
need the application of some of the principal. 
This can be arranged under the trust settle- 
ment. 

Again, one can create a fund which, at 
the discretion of the trustee, can be used 
to establish a son in business, or to enable 
him to buy a share in another business if 
that is the wise thing to do. One can ar- 
range for the principal to be used for the 
benefit of a daughter for whom he would 
like to purchase a home at the time of her 
marriage. The administration of the funds 
by a trust company may be a valuable ser- 
vice for the daughter should she marry a 
man whose business judgment is not of the 
best. In the case of inheritance tax pay- 
ments or the paying off of a mortgage, the 
handling of the necessary funds by the trust 
company insures that the payments will be 
properly. made and that the legal technical- 
ities will be observed. 

I think it is safe to say that the unforeseen 
contingency is likely to be the important 
one. Someone should be on hand to cope 
with it in the light of actual conditions. The 
trust company fulfills the requirement. 

Another great advantage of the insurance 
trust settlement is that one can unify the 
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Bureau of Canadian 
Information 


HE Canadian Pacific Railway, 
Bureau of Canadian Information, will furnish 
you with the latest reliable information on eve 


through its 


phase of industrial and agricultural development in Canada. In our Ref- 
erence Library at Montreal is complete data on natural resources, cli- 


mate, labor, transportation, business openings, etc. 


constantly being added. 


Additional data is 


DEVELOPMENT BRANCH 


If you are interested in the mining wealth and industry of Canada or in 
the development or supply of industrial raw materials available from re- 
sources along the Canadian Pacific Railway, you are invited to consult this 
Branch. An expert staff is maintained to investigate information relative 
to these resources and examine deposits in the field. Practical information 
is available as to special opportunities for development, use of by-products 
and markets, industrial crops, prospecting and mining. 


“Ask the Canadian Pacific about Canada” is not a mere adver- 


tising slogan. 


It is an intimation of service—without charge or 


obligation—that the information is available and will be prompt- 
ly forthcoming to those who desire it 


Canadian Pacific Railway Company 
Department Colonization and Development 


J. S. DENNIS, Chief Commissioner, 


rawis Blind And Hel 

From Bank He Was sg 
ing To Plunder, 


DETROIT. Mich, Oct 17.—(Spe- 
clal)—With the capture of the two 
danaits who were Griven ‘from a 
Commonwealth-Federal 


by Federa) Tear Gas, 
another De- 


TT two once-daring young bandits, 
who now are serving sentences in prison, 
know the effectiveness of Federal Gas—the 
most modern form of daylight protection. 
It stopped them—And it saved the bank’s 
funds without endangering anyone. 


Federal Gas is endorsed and recommended 
by the Underwriters’ Laboratories, and con- 
sequently carries a reduction in bank in- 
surance rates. 
Let us tell you more about this scientific 
protection and its advantages. 
A copy of our booklet, ‘“‘Beating the Bandit,’’ 
which tells what Federal Gas is and how it 


operates, will be sent to executives or officials 
without obligation. 


FEDERAL LABORATORIES, INc. 
1631 LIBERTY AVE. PITTSBURGH, PA. 


Offices in New York, Philadelphia, Cleveland, Toledo, Chi- 
cago, Indianapolis, Kansas City and 
Louis. 


Windsor Station, Montreal, Can. 


administration of the insurance proceeds 
with that of the rest of the estate. If there 
are policies in several life insurance com- 
panies, all of the policies may be made pay- 
able to the trust company and all of the 
proceeds administered under one trust deed— 
a real advantage. 


Trust Service Is Best for 
Emergencies 


HE practical problem that the life in- 

surance business people have to face is 
that of deciding when to recommend the 
options and when to recommend the trust 
service. One of the first questions to ask is, 
“Will the family be better protected if the 
funds are handled by a trustee, who shall 
have discretion in the administration of the 
funds?” In short, wherever there is a possi- 
bility that there may be need for the emer- 
gency use of principal, the trust service 
provides the surest means of meeting the 
situation satisfactorily. It is the best way 
to safeguard the money in the meeting of 
unforeseen contingencies. 

There is no hard and fast line of de- 
marcation so far as amounts of insurance 
are concerned. Some maintain that the 
smaller the fund, the more necessary it is 
that there shall be careful handling so that 
every dollar may be most efficiently applied. 
It is highly probable that a $5,000 educa- 
tional fund would most satisfactorily ac- 
complish its purpose if it were administered 
by a trust institution to whom discretionary 
powers were given. Certainly, when the 


amount of insurance is $25,000 or more, the 


trust service should be carefully studied in 
its application to at least a part of the prin- 
cipal. The primary function, after all, of 
the life insurance company is to carry the 
insurance risk and create the estate. Its 
machinery for the handling of settlements is 
secondary. 
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Soldier Bonus Loans 


EGAL difficulties surrounding the iden- 
tification of persons presenting bonus 
certificates to banks for loans as the bona 
fide holders are largely responsible for the 
slowness of banks to respond to requests 
for such advances, according to information 
received at the headquarters of the Ameri- 
can Bankers Association. 

On this point, Thomas B. Paton, general 
counsel, says: 

“The law passed by Congress does not 
compel the banks to make these loans, It 
only provides that they may do so under 
conditions set forth in the law and regula- 
tions and it is natural that many banks 
are puzzled in view of the many require- 
ments which have been promulgated by the 
Veterans’ Bureau and the Federal Reserve 
Board and hesitate to make such loans for 
strangers who are not customers of the 
bank or introduced by customers. 

“The Veterans’ Bureau has provided a 
set of regulations, No. 163, showing to 
whom loans may be made and prescribing 
a form of note and affidavit which must be 
used. The affidavit must be by an officer 
of the bank and must recite among other 
things that ‘the person who obtained the 
loan evidenced by the above note is known 
to be the veteran in the adjusted service 
certificate referred to therein.’ This makes 
it necessary that banks require the posses- 
sors of such certificates to identify them- 
selves as the veteran named therein and 
such identity is not established simply by 
the possession of a certificate which may 
have been found or stolen. 


667T HE Federal Reserve Board has also 
issued a set of regulations to entitle 
a bank to rediscount the notes. 

“In view of all these facts, it is not sur- 
prising that so many banks are refusing to 
make loans until they know better what 
they are doing. The American Bankers 
Association has done everything possible to 
provide information to member banks as 
to what is necessary to make loans on 
soldiers’ bonus certificates. It published in 
the December AMERICAN BANKERS ASSO- 
CIATION JOURNAL an article by General 
Frank T. Hines, director of the Veterans’ 
Bureau, which contains a general explana- 
tion. The Savings Bank Division of the 
Association has also published a pamphlet 
containing data for banks showing what 
the bank may do and what it must not 
do in the making of such loans.” 


New Records 


HANGING up new records is an old 
habit of American banking. So it will 
not occasion much surprise to record the 
fact that the total amount deposited in the 
chartered banks of the United States was 
greater at the close of 1926 than ever be- 
fore, and that the loans and investments 
climbed to new heights. 

The year was lacking in dazzling features, 
but it was characterized by the steady 
growth in bank operations under stable con- 
ditions. The new year found the banks gen- 
erally in a sound and satisfactory condition. 

The shrinkage in the number of banks, 
however, continued apace. There was a net 
loss of more than four hundred banks. 
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Rich Fields 
(Continued from page 526) 


was uncommon. Today the thinking lawyers 
afirmatively urge their clients to nominate 
in their wills a trust company, at least as co- 
executor and co-trustee. The soundness of, 
and the ultimate benefits from such provision 
are too obvious to warrant argument. 

The trust company services available to an 
individual as agent in care of real prop- 
erty, or securities, or as advisor im securities 
purchases, are also recognized and appre- 
ciated. 

But altogether too little is known by the 
ordinary citizen of living trusts and insur- 
ance trusts. Yet these are the two mediums 
of trust companies’ activities offering the 
widest fields of development, and where the 
companies may do the greatest amount of 
good for the particular patrons, and, in- 
directly, for the country at large. 

While it is conceded that every man 
carrying $25,000 or more of life insur- 
ance is an available, profitable prospect 
for a life insurance trust, it has been cort- 
sidered by some trust companies that, as to 
living trusts, a prospect whose business 
would justify its handling does not obtain 
except among the wealthy classes. This is a 
narrow and, in every probability, a mistaken 
attitude. It is narrow because the man who 
is just laying the foundation of a fortune is 
more in need of a trust company’s experi- 
enced advice and help than his wealthy 
neighbor who has learned much by ex- 
perience. It is probably mistaken because 
the saver of today will be the capitalist of 
tomorrow. 

Furthermore, while the profit on the busi- 
ness of a trust of modest size may be small, 
a material volume of such business should 
show satisfactory returns. Again, it is 
through the contact of a living trust that 
the relation of executor and trustee under a 
will, as well as insurance trustee, naturally 
follow. Finally it should be remembered that 
very modest savings may become the basis 
of a funded insurance trust, without doubt 
the most constructive and effective invest- 
ment which a trust company can urge for 
a patron of moderate circumstances. 

Before passing the living trust subject, 
attention might be attracted to the political 
taxation menace. Living trusts are usually 
composed of stocks or bonds. These items 
of property, commonly referred to as intan- 
gibles, are the favorites of the political dem- 
agogue to suggest for incrceased tax bur- 
dens. Any unusual tax charge put upon this 
character of property would absolutely pre- 
clude living trusts in the particular corn- 
munity. This follows because a living trust 
can be accomplished anywhere, and the 
trustor would naturally avoid acting in a 
locality where the tax rate would prove con- 
fiscatory, even though such locality might 
be his home state. ~ 

It is said that most men can make money 
but only a few can hold on to it. This being 
true, an irrevocable funded insurance trust 
or an irrevocable living trust is a blessing to 
any man. 

But why are the services of trust com- 
panies devoted to, or at least availed of 
primarily by the wealthier classes, rather 
than by the classes most needing the help? 
The answer is obvious. Trust companies and 
trust departments have not adequately carried 
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Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of investments throughout the South 


the message of their services to the great 
middle class. They are in a field of unlimited 
possibilities, and with practically ‘no com- 
petition; but, as yet, the idea of a trust 
company taking any part in his life does 
not enter the mind of the average citizen. 
Lawyers, as a class, thoroughly appreciate 
the particularly advantageous qualifications 


Municipal Bonds 


6% Improvement Bonds 
at Par 


Elmhurst, Illinois, 
6% Improvement Bonds. 
100 and int. 
Harvey, Illinois, 
6% Improvement Bonds. 
100 and int. 
Libertyville, Illinois, 
6% Improvement Bonds. 
100 and int. 
Waukegan, Illinois, 
6% Improvement Bonds. 
100 and int. 
Lexington, Oklahoma, 
6% Improvement Bonds. 
100 and int. 
Ponca City, Oklahoma, 
6% Improvement Bonds. 
100 and int. 


Tax-Exempt 
Maturities one to ten years 
Concession to Banks 


Send for complete descriptive 
circulars 


SheHanchelt Bond Co. 


Incorporated 1910 
MUNICIPAL BONDS 


39 South La Salle St., Chicago 
New York Detroit Philadelphia St. Louis 


of trust companies to render services such as 
executor, administrator, trustee, and the like. 
If in the rendering of such services, a field 
is occupied heretofore functioned in by 
the lawyers, that is merely one of the inex- 
orahle mutations—probably for the better— 
which our constantly changing economic and 
social customs have decreed. 
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For Safety and Assured Income 
Re-Invest January Dividends In 


Federal Home Mortgage Co. 


First Mortgage 
Collateral 
Gold Bonds 


A Universal Investment 


Funds invested in Federal Bonds are secured | 


by first mortgages on owner-occupied homes. 


Think of the integrity of such security. 


These mortgages at the time they are made 
are never for more than 60 per cent of the 
conservatively appraised value of the prop- 
erties, and are regularly reduced by a plan 
of periodical payments which constantly in- 
creases the margin of safety. 


Such mortgages, without additional guaran- 
tees, Lave long been accepted by banks and 
insurance companies as one of the soundest 
forms of investment. 


Because of this inherent soundness of the 
underlying mortgages and of the direct 
obligation of the Federal Home Mortgage 
Company, the National Surety Company 
unqualifiedly guarantees Federal Bonds as 
to both principal and interest. 


Issued in denominations of $100, $500 and 
$1,000, in maturities of five to fifteen years. 


Write today for illustrated Folder describing homes 
on which first mortgage loans are made; also’copy of 
the National Surety Company guarantee. 


Distributed thro ugh established 
Banks and Investment Houses. 


Descriptive folder No. 20 will be mailed 
investors upon request. 
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R. H. ARNOLD CO. 
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Conditions in Each State 
(Continued from page 510) 


in Louisiana between 50,000 and 100,000; in 
New Orleans, number limited to branches 
approved by Comptroller; 200 places, no 
branches of member banks. 


Maine: Member banks to confine exten- 
sion of branches to three cities, as follows: 
one branch each in Bangor and Lewiston; 
two branches each in Portland; no cities 
with over 100,000 population; 45 places, no 
branches of members. 


Maryland: Member banks to confine ex- 
tension of branches to two cities, as fol- 
lows: one branch each in Hagerstown; no 
cities in Maryland between 50,000 and 100,- 
000; in Baltimore, number limited to 
branches approved by Comptroller; 122 
places, no branches of member banks. 


Massachusetts: Member banks to con- 
fine extension of branches to twenty-six 
cities, as follows: one branch each in Brook- 
line, Chelsea, Chicopee, Everett, Fitchburg, 
Malden, Medford, Newton, Quincy, Revere, 
Salem, Taunton and Waltham; two branches 
each in Brockton, Haverhill, Holyoke, Law- 
rence, Lynn and Somerville; in Boston, 
Cambridge, Fall River, Lowell, New Bed- 
ford, Springfield and Worcester, number 
limited to branches approved by Comptrol- 
ler; 169 places, no branches of member 
banks. 


Michigan: Member banks to confine ex- 
tension of branches to fourteen cities as fol- 
lows: one branch each in Battle Creek, Bay 
City, Hamtramck, Highland Park, Jackson, 
Kalamazoo, Muskegon, Pontiac and Port 
Huron; two branches each in Flint, Lan- 
sing and Saginaw; in Detroit and Grand 
Rapids, number limited to branches ap- 
proved by Comptroller; 450 places, no 
branches of member banks. 

Mississippi: Where branch banking is 
permitted by state law, under McFadden 
bill ‘without Hull amendment member banks 
of the Federal Reserve System, whether 
state or national, would in the future have 
no right to establish branches because there 
is no city in Mississippi having a population 
of 25,000 or more. 

New Jersey: Law passed in 1925 allows 
city branches, with limits as to population 
corresponding to McFadden bill, but makes 
approval of such branches by the Commis- 
sioner dependent upon the enactment by 
Congress of legislation allowing national 
banks to have branches; member banks of 
Federal Reserve under the McFadden bill 
without the Hull amendments, whether state 
or national, would in future have to confine 
establishment of branches to the corporate 
limits of twenty-one cities of 25,000 or 
more, as follows: one branch each in Clifton, 
Irvington, Kearney, Montclair, New Bruns- 
wick, Orange, Perth Amboy, Plainfield, 
West Hoboken and West New York; two 
branches each in Atlantic City, Bayonne, 
East Orange, Elizabeth, Hoboken and 
Passaic; in Camden, Jersey City, Newark, 
Paterson and Trenton, number limited to 
branches approved by Comptroller; 276 in- 
corporated places no branches of member 
banks. 


New York: Branch banking is restricted 
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by state law to cities over 50,000 population; 
Federal Reserve member banks would, under 
McFadden bill so far as agreed upon by the 
Senate and House conferees, in the future 
have to confine extension of branches to 
eleven cities which, according to the last 
decennial census, had a population of 50,000 
or more; that is, to one branch each in 
Binghamton, Niagara Falls, Schenectady, 
Troy and Utica, between 50,000 and 100,000; 
in cities with over 100,000, Albany, Buffalo, 
New York, Rochester, Syracuse, and Yon- 
kers, number would be limited to branches 
approved by Comptroller; 549 incorporated 
places, with population under 50,000, no 
branches of member banks. 


North Carolina: Member banks to con- 
fine extension of branches to four cities, as 
follows: one branch each in Asheville, Char- 
lotte, Wilmington and Winston-Salem, pop- 
ulation between 25,000 and 50,000; no cities 
in North Carolina over 50,000; 467 incorpo- 
rated places, under 25,000 no branches of 
member banks. 


Ohio: Member banks to confine exten- 
sion of branches to twenty cities, as follows: 
one branch each in East Cleveland, Hamil- 
ton, Lakewood, Lorain, Mansfield, Marion, 
Newark, Portsmouth, Steubenville, Warren 
and Zanesville; two branches each in Canton 
and Springfield; in Akron, Cincinnati, Cleve- 
land, Columbus, Dayton, Toledo and Youngs- 
town, number limited to branches approved 
by Comptroller; 816 places, no branches of 
member banks. 


Pennsylvania: Where sub-offices or sub- 
agencies but not branches are permitted by 
state law; McFadden bill without Hull 
amendments would by its own operation, ir- 
respective of present or future state legisla- 
tion, confine member banks in extension of 
branches to nineteen cities, as follows: one 
branch each in Easton, Hazleton, Newcastle, 
Norristown, Williamsport and York; two 
branches each in Allentown, Altoona, Beth- 
lehem, Chester, Erie, Harrisburg, Johnstown, 
Lancaster and Wilkes-Barre; in Philadel- 
phia, Pittsburgh, Reading and Scranton, 
number limited to branches approved by 
Comptroller; 976 places, no branches of 
member banks. 


Rhode Island: Member banks to confine 
extension of branches to five cities, as fol- 
lows: one branch each in Cranston, Newport 
and Woonsocket; two branches each in 
Pawtucket; in Providence, number limited 
to branches approved by Comptroller ; twen- 
ty-seven places, no branches of member 
banks. 


South Carolina: Member banks to con- 
fine extension of branches to two cities, as 
follows: one branch each in Columbia; two 
branches each in Charleston; no cities in 
South Carolina with population above 100,- 
000; 259 places, no branches of member 
banks. 


Tennessee: Member banks to confine ex- 
tension of branches to three cities, as fol- 
lows: no cities in Tennessee with population 
between 25,000 and 50,000; two branches 
each in Chattanooga and Knoxville; in 
Memphis number limited to branches ap- 
proved by Comptroller; 253 places, no 
branches of member banks. 

Vermont: Branch offices or agencies 
sanctioned by state law; under McFadden 
bill without Hull amendments, member banks 
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would in future have no right to establish 
branches because there is no city in Vermont 
having a population of 25,000 or more. 


Virginia: Member banks to confine ex- 
tension of branches to seven cities, as fol- 
lows; one branch each in Lynchburg, Newport 
News and Petersburg; two branches each in 
Portsmouth and Roanoke; in Norfolk and 
Richmond, number limited to branches ap- 
proved by Comptroller; 205 places, no 
branches of member banks. 


Danger Signals 


(Continued from page 514) 


ment. The bus and automobile competition 
is steadily increasing. 


Buying Railroad Bonds 


N purchasing a railroad bond the main 

factor to be considered is the earnings of 
the road. Be sure that the company’s rec- 
ord of net earnings is such that there is 
likely to be no default in the payment of in- 
terest, and the payment of the principal or 
the refunding thereof at maturity. If the 
earnings are not sufficient to meet the in- 
terest payments, then the road will most 
likely be forced into the hands of a receiver 
and the bond holder will sit and wait for 
perhaps years before he can realize on the 
investment, and unless he has a properly 
selected and well secured first mortgage on 
the main line, of a part thereof, he may have 
to sustain a loss. Earning power ‘is, there- 
fore, of first importance. 

While I appreciate the strong position of 
the railroads, and the fact that their con- 
tinued existence and prosperity is so neces- 
sary to our welfare, I could not recommend 
for a trust investment any bond other than 
a closed first mortgage bond on a part of 
the main line. Remember the maxim: “The 
nearer the rails the better the security.” 
If the investor is the holder of junior secur- 
ities, or even a first mortgage on a branch 
line, in the event of receivership he is in a 
bad position and must take, eventually, what 
is given him. 

Bonds should be on a road of standard 
gage, at least 500 miles in length, and run- 
ning from somewhere to somewhere, rather 
than from nowhere to nowhere. The gross 
earnings of the road should equal $10,000,000, 
and for the five years previous to the loan 
the road should not have defaulted in the 
payment of principal or interest on its mort- 
gage indebtedness, and should not have failed 
to meet its debenture bonds or promissory 
notes. In addition, the road, during the five- 
year period, should have earned enough to 
have paid yearly a 4 per cent dividend on its 
outstanding capital stock. Furthermore, dur- 
ing this period the gross earnings, less the 
Operating expenses each year, should be 
five times the total interest requirements 
to make a reasonably safe investment for 
trust funds. However, if one purchases 
long-term bonds at a high price he may 
have some anxious moments. If the security 
has a life of one or two years, the variation 
in the interest rate can make little difference, 
but in the case of a long-term obligation 
the change in the rate of interest paid for 
money may make a startling change in the 
market value of the security. For instance, 
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the Chicago and Northwestern General 
Mortgage 3%’s maturing in 1987 sold in 
1901 at 111; in 1920, due mainly to the in- 
crease in the interest rates, the same security 
sold at 60. 

Equipment trust certificates are, as you 
know, short time obligations of railroads, 
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secured by a first lien on new rolling stock 
and other equipment. The cost of the equip- 
ment is made known to the Interstate Com- 
merce Commission, which approves the is- 
suance of the equipment trust obligations. 
It is not reasonable to suppose a railroad 
would purchase unnecessary equipment. The 
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Rare Coin Book 50c. Fully illustrated. 
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Guttag Bros. 
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Yillon, 


equipment, of course, must be of standard 
type, and in the event of default it could be 
disposed of to other roads in the country or 
in Canada, which gives it marketability. 
What is more important, it is impossible 
for a road to operate successfully without 
adequate rolling stock. In the event of a 
receivership such equipment is just as neces- 
sary for the receiver, and no default will be 
permitted, because the road must operate. In 
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the Denver and Rio Grande, and the Chicago 
& Alton receiverships, equipment trust obli- 
gations for new equipment were issued by 
the receiver under order of the court. The 
obligation should be guaranteed by a first 
class road, and 75 per cent of the equipment 
should be new freight equipment, and the 
amount of the obligation should not be more 
than 80 per cent of the value of such equip- 
ment. There should be an initial cash pay- 
ment of at least 20 per cent made by the 
railroad. The obligation should, of course, 
be paid off serially, in annual and semi- 
annual installments, during the period of not 
more than fifteen years—the lifetime of the 
equipment. In the trust deed or other in- 
strument, the road should be obligated to 
maintain the rolling stock in proper repair 
and to replace any that may be destroyed, 
and to pay all taxes levied thereon. 

These obligations have more attractive 
features than railroad bonds and are prefer- 
able to railroad bonds for trust fund in- 
vestment. 


Some Other Investments 


S to preferred stocks and industrial 
bonds, I have little to say. Generally 
speaking they are not attractive investments 
for trust funds. There are, of course, a 
number of well established strong industrial 
companies, public utility companies, and rail- 
road corporations that have preferred stock 
issues, which, to an investor, appear to be 
good and safe, and they doubtless are, but 
for a trust investment they are not a proper 
kind of security. A holder of preferred 
stock has no lien on any property; he is a 
partner in the business and dependent en- 
tirely upon the management for its success. 
An industrial bond is usually secured by a 
mortgage on the plant and equipment. If 
the company succeeds, by reason of good 
management and good times throughout the 
life of the bond, it will be paid; otherwise 
the plant must be sold, most likely at a great 
sacrifice, as it is constructed for a special 
purpose and has no marketability, but only 
a junk value. Notwithstanding, there are 
some companies so well established and suc- 
cessful that their bonds make a reasonably 
safe investment for trust funds. 
In many instances chemistry is overturn- 
ing industry, and a successful manufacturer 


of today may awake tomorrow morning to © 


find that his competitor has a new process 
or substitute that will end his successful 
business career. Chemical reactions are now 
being applied to manufacturing that mean 
plainly a chemical revolution of industry, 
The results can be but vaguely surmised, A 
manufacturer without a chemist in a labora- 
tory is behind the times. Such a situation is 
only one of the elements that affect the 
desirability of such securities for trust fund 
investments. 

A few mornings ago at the breakfast table 
I added up the number of new bonds adver- 
tised for sale on the financial page of the 
St. Louis Globe Democrat. The amount wag 
$127,500,000. As heretofore stated, bond 
sales in 1925 reached $1,400,000,000. Capital 
securities are being floated at the rate of 
$650,000,000 a month. In 1926 real estate 
mortgages are being underwritten to the 
extent of $900,000,000, without taking into 
account purchases made by insurance com- 
panies, fraternal organizations and other sim- 
ilar concerns. 

Everyone seems to be borrowing, including 
the man on a small salary, who buys an auto- 
mobile or musical instrument on the install- 
ment plan. Against this orgy of debt con- 
tracting we trust officials should cry “stop.” 

In my judgment, trust officials and bank- 
ers have a solemn duty to perform by warn- 
ing their clients and investors against the 
many unsound securities that are being sold 


to a credulous public by high pressure sales- © 


manship methods. I refer especially to in- 
dustrial bonds and high yielding participa- 
tions in mortgages on hotel and apartment 
houses. Entirely too many of those financial 
enterprises are sales of the properties to the 
investors and not loans to them. There will 
be a pay-day, and let us so guard these trust 
funds that we will not be numbered among 
those who will be “holding the bag.” 


HE a touch of old Rome in New § 
York—a view through the colonades 9 
the Consolidated Stock Exchange at 


of 
Beaver and Broad Streets. 


room for a modern skyscraper. 


This famous 
old building is being torn down to make 7 
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